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DEPARTMENTS OF VETERANS AFFAIRS AND
HOUSING AND URBAN DEVELOPMENT AND
INDEPENDENT AGENCIES APPROPRIATIONS
FOR FISCAL YEAR 2002

WEDNESDAY, APRIL 25, 2001

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.
The subcommittee met at 10:15 a.m., in room SD-138, Dirksen
Se(:inate Office Building, Hon. Christopher S. Bond (chairman) pre-
siding.
Present: Senators Bond, Mikulski, and Johnson.

CORPORATION FOR NATIONAL AND COMMUNITY SERVICE

STATEMENT OF WENDY ZENKER, ACTING CHIEF EXECUTIVE OFFICER

ACCOMPANIED BY:
WILLIAM ANDERSON, DEPUTY CHIEF FINANCIAL OFFICER
GARY KOWALCZYK, COORDINATOR, NATIONAL SERVICE PRO-
GRAMS

OPENING STATEMENT OF SENATOR CHRISTOPHER S. BOND

Senator BOND. Good morning. The Subcommittee of VA, HUD,
and Independent Agencies will come to order.

This morning, our subcommittee will begin its first hearing of the
fiscal year 2002 budget. We begin with two independent agencies,
the Corporation for National and Community Service and the
Neighborhood Reinvestment Corporation. We will hear, first, from
the Corporation’s Acting Executive Officer and Chief Operating Of-
ficer, Ms. Wendy Zenker. The subcommittee will then hear from
the NRC.

We are beginning a new era under a new Administration. And
with a new Administration, there are new and different spending
and policy priorities. However, despite a balanced budget and the
availability of surplus funds, there are many demands on the
amount of funds that are available for discretionary spending
under the Federal budget. Moreover, the VA/HUD Subcommittee,
in particular, expects to face another year of difficult budget deci-
sions due to the continually growing funding needs for VA medical
care, Section 8 housing assistance contract renewals, and FEMA
disaster assistance.

For the Corporation for National and Community Service, the
President has requested a slight decrease of funding. Specifically,
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$416.5 million has been requested, which is a decrease of $46 mil-
lion from the $462.5 million provided in fiscal year 2001. The de-
crease is mainly due to a reduction in needed funds for the Na-
tional Service Trust Fund due to surplus funds accumulated from
previously appropriated funds.

Under the President’s budget request, the Corporation’s
AmeriCorps program would be maintained at its current member-
ship level of 50,000 participants. In addition, the President has pro-
posed two new initiatives under the AmeriCorps program to ex-
pand service to senior citizens and veterans. Further, the President
expects the Corporation to be heavily involved with his new faith-
based initiative.

Before I delve into the policy and program issues, I commend the
Corporation for turning the corner on its long-standing manage-
ment problems. The Corporation received its first clean opinion on
its fiscal year 2000 financial statements and reduced its material
weaknesses from six to two. The former head of the Corporation,
our former colleague, Harris Wofford, and you, Ms. Zenker, and the
rest of the management team deserve a great deal of credit.

We have criticized to you in the past, and now I think it is appro-
priate that we commend you for your success. Further, I would be
remiss in—in not mentioning the vigilance and hard work of the
Inspector General, Ms. Luise Jordan, and her auditing team, in-
cluding Ms. Karyn Molnar of KPMG. I do not think that all of this
could have happened without your good work. And we sincerely ap-
preciate your efforts.

Before we declare victory, however, we need to ensure that the
Corporation continues its management reform efforts under the
new Administration. This means ensuring that the Administration
select a new CEO and CFO, who are truly sensitive to the Corpora-
tion’s management history and capable of resolving, fully, its sys-
temic problems.

I remain concerned about the Corporation’s grant management
system that continues to be identified as a material weakness. I
understand that a lot of progress in the area has been made, but
clearly more needs to be done. Accountability for the use of funds
is critical to the future credibility and viability of the Corporation.
I look forward to working with and assisting the new leadership on
this important matter.

Now, in regards to policy matters, the President’s budget pro-
posal includes a more significant role for the Corporation in the
President’s faith-based initiative. As part of this effort, President
Bush has asked Stephen Goldsmith to serve on the Corporation’s
board. I had the pleasure of discussing some issues yesterday with
Mr. Goldsmith, and I am interested in learning more about the
faith-based initiative as the details are developed.

As we mentioned earlier, the President’s budget also includes two
new tutoring and mentoring programs. The new seniors program,
called Silver Scholarships, would be funded at $10 million per year
with an additional $10 million annually to pay for volunteer sup-
port.

The second initiative would fund a new Veterans program to—
at the tune of $15 million per year.
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While both of these programs have merit, I need to know more
about how they would be administered by the Corporation and
what sort of outcomes the Corporation expects from these pro-
grams. I strongly support the Corporation’s current efforts, such as
America Reads to promote literacy and mentoring programs. I
would like to learn how these new initiatives complement existing
programs. Also, as a new member of the authorizing committee for
the Corporation, I will be interested in how these programs are
handled through the reauthorization of the Corporation.

I believe that child literacy should be a major function of the
Corporation, and I was very troubled to read the results of the
2000 National Assessment of Educational Progress, known as the
“Nation’s report card,” which showed that the reading performance
of fourth graders in our country have not improved significantly. I
was disturbed to learn, also, the gap in reading scores between the
highest-and lowest-achieving students grew in many States, includ-
ing my home State of Missouri.

I appreciate the efforts of the Corporation to improve child lit-
eracy. More needs to be done, because failure to ensure the literacy
of our children exacts a staggering cost, not only for the child who
is unable to read or read well, but for the community and our en-
tire society. In this country 21 percent of the adult population—
more than 40 million Americans over the age of 16—have only ru-
dimentary reading and writing skills. Children who cannot read be-
come adults who cannot read.

Soon I will be introducing a bill I call VITAL—Volunteers Inter-
ested in Taking Action for Literacy, a proposal aimed at increasing
the involvement of parents, youth, and communities in locally driv-
en literacy initiatives. Organizations, such as the Girl Scouts, the
local Y, 4-H clubs, and Parents as Teachers, would have access to
resources from the Corporation to assist in youth-to-youth men-
toring activities and the Parents as Teachers National Literacy ini-
tiative.

I would note, parenthetically, that as bad as the scores are for
fourth grade reading in my State of Missouri, where 200,000 chil-
dren, age zero to three, are in the Parents as Teachers program,
our literacy failure rate is 12 percent below the national average.
And I think that working with those children at an early level has
probably had a great deal to do with it.

Now, it is a pleasure to turn to my ranking member, Senator Mi-
kulski for her statement and comments.

STATEMENT OF SENATOR BARBARA A. MIKULSKI

Senator MIKULSKI. Thank you very much, Mr. Chairman. First
of all, it is wonderful that we are starting our hearings. I know it
is April 25, but it was the best that we could do, given the transi-
tion, which I felt was a very excellent transition in the Administra-
tion. And—but I feel like I am going to burst into that old cowboy/
cowgirl song, “Back in the Saddle, Again.”

Senator BOND. Oh, please, I will play drums, if you want to sing.
I will accompany you.

Senator MIKULSKI. And we will look forward, once again, to
working with you in the tradition of bipartisanship that this sub-
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committee has enjoyed, because I do believe that we will be facing
budgetary challenges as we go through this.

I want to also note that we are joined by a new member of our
subcommittee, Mr. Tim Johnson. And Senator Johnson we really
welcome you and look forward to your participation.

I want to, moving on to the hearing, welcome Wendy Zenker, the
Acting CEO of National Service and look forward to her testimony
as we move ahead.

My priorities, both in the hearing and also as we work on our
appropriations, are two-fold. One, I want to ensure that we keep
National Service strong, and that we continue to be committed to
that as we, perhaps, even take a step back and look at where we
are and where we should go, so we can continue to create the hab-
its of the heart in young people, help them reduce their student
debt, and yet provide very vital services at the local level.

I am sorry that we do not have a new CEO, but I believe that
the President will give us a good person. And we think you have
been doing a very good job in the interim.

The appointment of Mr. Goldsmith to the board, I think, is also
going to give us a very refreshing member, with his background,;
first of all, hands-on as a mayor, and I understand, quite a re-
former in Indianapolis, and at the same time, we will be taking the
initiative on faith-based organizations.

But we want to keep National Service strong. And the other is—
two specific aspects I will be looking at is how National Service will
participate with education and other programs to ensure that we
do not have a digital divide in this country, meaning not only ac-
cess to technology, but access to those who know how to teach tech-
nology.

I am not looking for National Service to provide technology, but
I am looking for National Service to see how we can play an impor-
tant role in communities, in constituencies left out and left behind
on how to move them ahead.

The other will be the integration of faith-based organizations into
the work of National Service. I have been a long-time supporter of
faith-based organizations. At one point in my career, I worked for
one, Associated Catholic Charities. I know, in our work with HUD
and others, that faith-based linkages with the Federal Government
can meet constitutional compliance and at the same time bring a
great deal of compassionate service to our communities.

So, Mr. Chairman, I mean, we can—I am going to ask unani-
mous consent that my full statement be placed in the record, but
a couple of flashing yellow lights. When we look at keeping Na-
tional Service strong, we need to make sure that we maintain—I
know that the Bush Administration does not want to expand the
number of volunteers. For the purposes of this year, I am not going
to challenge that assumption. I think what we need to do is be able
to stay the course, examine the new programs and also perhaps see
how we could expand the others.

But I am concerned that in order to keep National Service
strong, that there are certain budget shifts going on within
AmeriCorps, itself, that could weaken it. And I will have specific
questions for you in that, Ms. Zenker.
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In terms of the E-Corps, last year I did an earmark encouraging
National Service to really look at how we could establish an E-
Corps or digital opportunity funding to be able to go into our com-
munities.

I want to hear more about it. I note that President Bush’s budget
eliminated that as an earmark. Well, I do not know if we will do
an earmark or not, but I do not want to eliminate the concept, be-
cause I think every private sector person I meet talks about a
worker shortage. I do not believe we have a worker shortage. I be-
lieve we have a skill shortage and an opportunity shortage in
teacllcliing young people, and even retraining adults, for the digital
world.

Faith-based initiative, I have already said, my commitment to
really working with the President in this. As long as we meet con-
stitutional compliance and do not have mission creep over into
evangelism, I think we are going to be fine, and look forward to
hearing more about it.

But today I came not to listen to myself talk, but Ms. Zenker.

Senator BOND. And I assure you that when we and Congress
have legitimate needs that need to be designated, I do not nec-
essarily agree with the Administration that Congress has no role
in determining appropriate objects for spending or particular pro-
grams that need to be included.

So, we will—we will—I expect we will be working on that one.
And we will

Senator MIKULSKI. Well, I need your commitment to digital op-
portunity.

Senator BOND. Yes. And we are going to—we are going to make
sure that we provide appropriate guidance where it is necessary.

I join with you in welcoming Senator Johnson. And we are de-
lighted to have you with us. And I call on you for any opening re-
marks that you wish to make, Senator.

STATEMENT OF SENATOR TIM JOHNSON

Senator JOHNSON. Thank you, Mr. Chairman. Just—very briefly,
as a new member of the committee, it is an extraordinary honor
for me to have this opportunity to serve on this subcommittee. And
I cannot think of two better people than Senator Bond and Senator
Mikulski to have leading this subcommittee.

My role as a new member is primarily one of learning and listen-
ing, but I do appreciate this opportunity to participate in the delib-
erations. I look forward to the testimony from Ms. Zenker.

Obviously, the Corporation for National Service has a construc-
tive and positive consequence in every State in the Nation. Al-
though a lot of the attention has been given to volunteerism and
youth—in my State—the Corporation for National Service is best
known for its senior service programs; particularly RSVP.

I am looking forward to the analysis from the Administration
and the leadership here. It is my understanding that the budget re-
quests for 2002 involves a decrease in funding of about $46 million
below 2001, yet with two new initiatives being proposed at a cost
of around $35 million.

I look forward to the discussion here today about how that works
and what trade-offs are entailed. I also look forward to discussion



6

on the faith-based aspects. Again, we have a number of organiza-
tions in this Nation that have long provided quality social services,
partnering with the Federal Government. I want to see that con-
tinue. And there may be ways that we can expand on that founda-
tion, but yet, at the same time, obviously, within the restrictions
of the church and State divisions mandated by our Constitution.

So, I look forward to that discussion, and look forward to working
very closely with the leadership of this subcommittee.

Thank you, Mr. Chairman.

Senator BOND. Thank you very much, Senator.

And now, I would call on Ms. Zenker. As you know, as our nor-
mal practice, we will make your full statement a part of the record
and ask that you summarize those parts of it which you think
are—are appropriate and ask that you keep that summary to about
10 minutes.

STATEMENT OF WENDY ZENKER

Ms. ZENKER. Good morning. Thank you, Mr. Chairman, Senator
Mikulski, and Senator Johnson.

My name is Wendy Zenker. And I am now the Acting Chief Exec-
utive Officer of the Corporation for National Service. It is my honor
to testify before you today on the Administration’s budget request
for the Corporation and the programs authorized under the Na-
tional and Community Service Act. As you know, Mr. Chairman, I
previously appeared before this subcommittee in my capacity as the
Corporation’s Chief Operating Officer.

Thank you for placing my written statement into the record.

Appearing with me today are Gary Kowalczyk, who is the Coordi-
nator for National Service Programs, and Bill Anderson, who is the
Corporation’s Deputy Chief Financial Officer.

Mr. Chairman, in this budget, President Bush has affirmed this
Nation’s long commitment to helping individuals, families, and
communities. Volunteerism and service have played a vital role in
defining America. And the President has made the promotion of
volunteerism and service one of the fundamental goals of his Ad-
ministration. This budget request supports the Corporation’s im-
portant contributions towards this goal.

The President has announced his intention to expand the role of
faith-based and small community organizations in addressing the
Nation’s needs. The Corporation has a long history of working with
faith-based organizations. Of the 50,000 AmeriCorps members who
are now serving, more than 6,000 are serving with faith-based or-
ganizations.

Whether it’s the 600 AmeriCorps members that made it possible
for Habitat for Humanity to build 2,000 more houses than it other-
wise could, or the 2,000 AmeriCorps members that recruited 35,000
volunteers for organizations affiliated with the Catholic Network of
Volunteer Service, AmeriCorps members help expand the capacity
and effectiveness of these groups in meeting critical needs in their
communities.

Mr. Chairman, I know you have a special interest in literacy.
You will be pleased to know that literacy is the number one focus
of AmeriCorps. We estimate that we will provide a total of $85 mil-
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lion under the AmeriCorps State and National Program for direct
tutoring.

An independent evaluation attached to my written statement
documents the effectiveness of AmeriCorps tutoring programs in
helping children learn to read. We look forward to continuing our
work with you on this issue.

On another front, AmeriCorps is bridging the digital divide. In
fiscal year 2000——

Senator MIKULSKI. How can I follow your testimony? I mean——

Ms. ZENKER. I'm sorry.

Senator MIKULSKI. No. Please, I just wonder—and I am glad we
submitted it all, but I do not know how to follow the testimony.

Ms. ZENKER. I have—if I may, I can provide, right now, a copy
of my oral statement for you. I think we can grab enough
copies——

Senator MIKULSKI. It would be easier for me——

Ms. ZENKER [continuing]. For everyone.

Senator MIKULSKI [continuing]. Than trying to go through this to
figure it out. I do not mean to be abrupt, but I am thumbing
through. We all have revised and extended——

Ms. ZENKER. Sure.

Senator MIKULSKI [continuing]. Ms. Zenker

Ms. ZENKER. Thank you. And my apologies, Senator.

Senator MIKULSKI. Please. I am sorry if I interrupted.

Ms. ZENKER. Okay. Thank you.

On another front, AmeriCorps is bridging the digital divide. In
fiscal 2000, we made $12.5 million in grants to over 30 organiza-
tions as a down payment on Senator Mikulski’s E-Corps. This year,
we will be awarding up to $25 million to support computer tech-
nology initiatives, and the budget request for 2002 continues this
commitment.

As our programs have continued their successes, our organization
has grown stronger. For the first time, the Corporation has re-
ceived an unqualified or clean opinion on its fiscal 2000 audit. This
subcommittee has supported our management reforms through ap-
propriations over the past several years, making this success pos-
sible. And we thank you for that support.

As we move forward, the Corporation continues its strong com-
mitment to management improvement. We are using technology to
improve our systems and better serve our members and grantees.
We are currently developing a new integrated grants management
system that will provide comprehensive management information
for all grants and cooperative agreements.

The budget request before this subcommittee totals more than
$411 million. This funding level, while $46 million below the fiscal
2001 budget, will allow the Corporation to maintain its current pro-
gram commitments and support two new initiatives.

The budget supports 50,000 AmeriCorps members by providing
nearly $237 million for the AmeriCorps State and National Grant
Program and $21 million for their National Civilian Community
Corps. The Learn and Serve Program that effectively links edu-
cation and service is continued at $43 million.
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The overall budget reduction results from the fact that we do not
need new resources in the National Service Trust to support the
next class of AmeriCorps members.

Two new initiatives in the budget request were announced by
President Bush during the campaign, and will expand service op-
portunities for America’s seniors. There is $20 million for a Silver
Scholarships Program to expand the involvement of seniors in tu-
toring and mentoring. In exchange for 500 hours of service, seniors
will receive a scholarship that they can transfer to a child, grand-
child, or other deserving young person.

The second initiative is a $15 million program called the Vet-
erans’ Mission for Youth, and it is aimed at tapping the vast expe-
rience of America’s veterans as mentors and tutors.

The budget also continues support for the Points of Light Foun-
dation and America’s Promise. We have very successful partner-
ships with these two organizations and will continue these efforts
in the future.

PREPARED STATEMENT

Mr. Chairman, again, I would like to thank you and the sub-
committee for your support of the Corporation for National Service
and our programs. We are available to answer your questions.

[The statement follows:]

PREPARED STATEMENT OF WENDY ZENKER
INTRODUCTION

Mr. Chairman, Ranking Member Mikulski, members of the Subcommittee, my
name is Wendy Zenker and I am the Acting Chief Executive Officer of the Corpora-
tion for National Service. Thank you very much for inviting us to testify on the
President’s fiscal year 2002 budget request for the Corporation for National Service
and the programs funded by this Subcommittee: AmeriCorps, including the National
Civilian Community Corps (NCCC), the service-learning activities supported under
Learn and Serve America, and two new senior initiatives that we will discuss today.
As you know, I have appeared before the Committee previously in my role as Chief
Operating Officer for the Corporation. Joining me on the panel today are William
Anderson, the Corporation’s Acting Chief Financial Officer, and Gary Kowalczyk,
the Coordinator of National Service Programs for the Corporation.

The President’s Budget Blueprint reaffirms our nation’s long and honorable com-
mitment to helping individuals, families, and communities that have not fully
shared in America’s prosperity. Volunteerism is an integral part of this commitment
and the President has made the promotion of volunteerism one of the fundamental
goals of his Administration. The Blueprint notes:

“Volunteerism and community service have been a strong and important tradition
in America ever since its founding. Across the country, faith-based groups, national
and local nonprofit organizations are on the front lines, working to improve lives
in some of the hardest pressed communities in America.”

The President’s commitment to promoting volunteerism and national service goes
back to his time as Governor of Texas. As governor, the President supported the
Texas Commission on Volunteerism and Community Service, the state agency re-
sponsible for administering the AmeriCorps*State grants in Texas. He also joined
48 of his fellow governors and the governors of three U.S. territories in signing a
letter in support of the reauthorization of the National and Community Service Act
and the Domestic Volunteer Service Act, the authorizing legislation for the Corpora-
tion for National Service. Governor Marc Racicot of Montana, a member of our
Board of Directors and recently appointed Chairman of the Board of Directors of
Amer}ilcea’s Promise, spearheaded the governors’ letter effort. The governors’ letter is
attached.

The President has indicated his support for service and volunteerism not only in
terms of the budget and his experience as governor, but also by the recent nomina-
tion of Stephen Goldsmith, former Mayor of Indianapolis, to the Corporation’s Board
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of Directors. Mr. Goldsmith was the President’s domestic policy advisor during the
campaign. As Mayor, Mr. Goldsmith instituted the “Front Porch Alliance” initiative,
a cooperative effort among city government, churches, synagogues and neighborhood
organizations to enhance the community building work of these organizations. The
Alliance is still at work in Indianapolis. A community outreach team was created
as part of this initiative. The team met with local pastors, neighborhood leaders,
and residents to determine how private and public resources could be matched with
program needs. He has already met with many members of the national service
community and we look forward to having the benefit of his experience on our Board
of Directors once he is confirmed.

The Congress knows that, as part of his overall agenda, President Bush has an-
nounced plans to support the role of faith-based and community groups in their ef-
forts to save and change lives. These organizations are making positive changes
from the bottom up—one person, one family, one neighborhood at a time. Under this
vision, these organizations will not replace Government, but will partner with gov-
ernment to make life better for those in need.

The Corporation supports this larger agenda through all of our programs, includ-
ing those funded by this Subcommittee. We already have extensive experience work-
ing with faith-based organizations such as Habitat for Humanity, Lutheran Services
in America, the Catholic Network for Volunteer Services, and the National Jewish
Coalition for Literacy. In the days preceding this hearing, we brought together faith-
based organizations—some currently receiving Corporation funding and some that
are not—to discuss their relationships with the Corporation and how the Corpora-
tion can do a better job reaching those organizations that don’t currently participate
in national service. We look forward to continuing our work with the faith commu-
nity as an integral part of the Administration’s initiative.

Mr. Chairman, the Corporation and the national service programs under this Sub-
committee’s jurisdiction continue to meet the four strategic goals set by our bipar-
tisan Board of Directors—solving the nation’s critical needs, strengthening commu-
nities through service, improving the lives of those who serve through their experi-
ence, and developing a sound innovative organization that strengthens the service
field. I'd like to highlight several accomplishments in these areas over the last year,
all of which have been verified by independent reviews.

Solving critical needs.—AmeriCorps members are contributing to solving the crit-
ical need for literacy. A just-completed independent evaluation of AmeriCorps by
Abt Associates found that the tutoring efforts supported by AmeriCorps members
resulted in improved test scores for the tutored students. We are making the com-
plete study available to the Subcommittee.

Strengthening communities through service.—According to an independent study,
AmeriCorps members are helping strengthen communities by providing needed
services, strengthening nonprofit organizations, and getting children, families, and
others more involved in solving local problems. Several weeks ago, NCCC members
helped lead 2,000 student volunteers during spring break working on Habitat for
Humanity Collegiate Challenge projects building homes for low-income families.
AmeriCorps Promise Fellows, a special leadership cadre of talented AmeriCorps
members, have provided leadership in hundreds of communities’ efforts to expand,
enhance, and improve the delivery of the resources needed by all young people as
identified at the Presidents’ Summit for America’s Future in April 1997.

Improving the lives of service participants.—Evaluations of our Learn and Serve
program continue to demonstrate the positive benefits of service-learning on stu-
dents. All Learn and Serve America programs—K-12 school- and community-based
and higher education—integrate community service with academic curriculum or
with out-of-school time and extracurricular learning opportunities. Student partici-
pants in these programs have demonstrated increased civic responsibility and aca-
demic achievement when their programs effectively link theoretical with practical
knowledge to serve the educational, public safety, environmental and other human
needs in their communities. The programs in which students serve over an extended
period of time and in which effective connections are made to classroom curriculum
have the greatest positive effects on student outcomes. In addition, Learn and Serve
America programs encourage and foster collaboration among key societal sectors—
schools, community-based organizations, institutions of higher education, and oth-
ers—to meet community needs and to strengthen the fabric of local communities.

Creating a sound and innovative organization that strengthens the service field.—
Mr. Chairman, I am also pleased to report that in March of this year the Corpora-
tion received an unqualified, or “clean” opinion on its fiscal year 2000 financial
statement audit. We also reduced the number of material weaknesses from five to
one. This is a tremendous accomplishment, the product of sustained management
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attention on the improvement of operational systems and the successful implemen-
tation of new technologies.

This Subcommittee has supported the Corporation’s efforts in achieving a clean
opinion, and I would like publicly to thank the Chairman, Senator Mikulski and all
of the Members for the consistent, strong support that you and your staffs have
given us as we worked to achieve this goal. The Subcommittee provided crucial
funding for the Corporation’s program administration budget during the past three
years (tihat was instrumental in producing the good result that we are sharing with
you today.

I also want to acknowledge Harris Wofford, the Corporation’s former Chief Execu-
tive Officer (CEO), and the contribution of his vision and leadership, and Tony
Musick, our former Chief Financial Officer, who brought his extensive financial ex-
pertise to the Corporation and actively led our management improvement initiative.
Our Board of Directors took an active role in monitoring our progress and advising
us on where to focus our energies. The Corporation’s Inspector General, Luise Jor-
dan, and the outside auditors, KPMG, worked closely with us in achieving this re-
sult. Most of all, the credit for our success goes to the Corporation’s staff whose hard
work and dedication brought us to our goal. With the clean opinion, the Corporation
is on sound footing to support future national service opportunities and the prior-
ities outlined in our budget request.

BUDGET REQUEST SUMMARY

The 2002 budget request for the programs and administration authorized under
the National and Community Service Act totals $411,480,000; this represents a de-
crease of $46,011,000 below the comparable level in 2001. In addition, the budget
includes a $5 million request for the Corporation’s Office of the Inspector General.

Two new presidential initiatives totaling $35 million are also contained in this re-
quest, the Silver Scholarship Program and the Veterans’ Mission for Youth Initia-
tive. Reductions in funding from fiscal year 2001 are shown under: the National
Service Trust, reflecting the fact that we do not need new budget authority to cover
the education award costs of members supported by the 2002 budget; and the elimi-
nation of earmarks in the 2001 bill.

In total, the fiscal year 2002 budget supports 50,000 AmeriCorps members, in-
cluding the members funded through AmeriCorps*VISTA. We also continue support
for service-learning activities under the Learn and Serve America Program. Addi-
tional details are provided below.

New Initiatives to Expand Senior Service

The budget requests $35 million in funding for two new programs to expand serv-
ice by our nation’s seniors: the Silver Scholarship program and the Veterans’ Mis-
sion for Youth program. These new presidential initiatives will further the contribu-
tion of older Americans to national service.

Silver Scholarships

Under the Silver Scholarship program, seniors age 55 and older, who participate
in 500 hours of service in a year will be eligible to receive a $1,000 scholarship that
can be deposited in an education savings account for use by their children, grand-
children, or another child in need. The scholarship could only be used to pay tuition
and fees and will be tax exempt. We have submitted the appropriations language
nﬁcessary to establish the transferability and the tax-exempt status of the scholar-
ship.

The Silver Scholarships will expand senior service opportunities for the rapidly
growing population of older adults. With the aging of the baby boomers, the number
of people aged 65 or older is estimated to double. The baby-boomers represent the
best-educated, wealthiest, and healthiest group of older adults in history. Many will
explore challenging opportunities following retirement, including volunteer service
opportunities. Silver Scholarships will harness this resource in our efforts to solve
pressing community needs.

The Corporation has extensive experience with senior service. Through the Na-
tional Senior Service Corps we have seen the results of senior service demonstration
programs funded by the Corporation and other organizations that provide strong
evidence that seniors in retirement will commit to serving ten hours per week in
well-run, well-structured projects that are getting important things done in commu-
nities. The demonstrations have also found that modest incentives to cover out-of-
pocket costs work as an incentive for seniors to serve. The Silver Scholarship Pro-
gram will build on these experiences and successes.

We anticipate making approximately 60 grants of approximately $325,000 each
(including the funds reserved for the scholarships) for this purpose. It is anticipated
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that these grantees will make subgrants to local groups. A wide variety of organiza-
tions will be eligible to receive these grants, including consortia of small and faith-
based nonprofit groups; national organizations, including faith-based groups, that
operate in multiple states; and Indian Tribes and Territories. All organizations cur-
rently participating in any of our streams of service, including those currently fund-
ed through the Corporation’s National Senior Service Corps, will be eligible to com-
pete for these funds so long as they meet the requirements of the Silver Scholarship
Program.

The budget request makes $20 million available for the program: $10 million will
be appropriated to the National Service Trust to cover the cost of the scholarships,
and $10 million for grants to cover the support costs for the volunteers. I have at-
tached a more detailed description of the Silver Scholarships Program.

Veterans’ Mission for Youth Program

The budget request also contains $15 million for a new program that will provide
matching grants to community organizations that connect veterans and retired mili-
tary personnel with America’s youth through mentoring and tutoring programs. Ap-
proximately 15,000 veterans and retired military personnel will participate annually
under the program to tutor and mentor about 50,000 youth.

Mr. Chairman, you have had an active interest in veterans’ issues for quite some
time. You know what veterans have to offer young people considering their experi-
ence in serving their country. Service in the armed forces can instill discipline, re-
spect for others, a sense of the importance of teamwork, and comradeship. All of
these qualities make veterans excellent mentors. Further, the Department of De-
fense supports significant community service opportunities for active duty per-
sonnel, and extending such opportunities to individuals after they leave military
service will take advantage of their well-developed skills and interests.

In fiscal year 2002, the Corporation anticipates making approximately 100 grants,
averaging approximately $150,000 for the Veterans’ Mission for Youth program. The
Corporation anticipates making these grants on a competitive basis to consortia of
organizations within states, including consortia of small, faith-based, and veteran
nonprofit groups; national nonprofit organizations, including veterans organizations,
that operate in multiple states; and Indian Tribes and Territories.

The Veterans’ Mission for Youth program is consistent with the Corporation’s cur-
rent program authority. We have discussed this initiative with officials at the Vet-
erans’ Administration and they are supportive of the Corporation’s efforts. We have
even begun to do outreach to nonprofit organizations that work with veterans and
veterans’ organizations for their input on recruiting and program design.

The Faith Community and National Service

Americans have often turned to their churches, synagogues, temples, and mosques
for spiritual guidance, leadership, fellowship, and a helping hand during good times
and bad in our nation’s history. Across the country, faith-based and small commu-
nity-based organizations are on the front lines working to improve lives in places
that face tremendous social and economic difficulty. They are often dealing with
these crises in innovative and creative ways.

President Bush proposes to use federal resources as a means to bring the commit-
ment, creativity and innovation of community-based and faith-based organizations
to scale. Mr. Chairman, AmeriCorps members and volunteers funded through the
Corporation for National Service have been putting this model to work in some of
the hardest pressed communities in our country. The National and Community
Service Act (NCSA) broadly defines eligible grantees to include private nonprofit or-
ganizations, and explicitly defines a private nonprofit organization to include “a
church or religious entity.” Of the 50,000 AmeriCorps member positions in the cur-
rent program year, more than 6,000 serve or will serve in faith-based organizations.
In the 2000-2001 Program Year, AmeriCorps members, including
AmeriCorps*VISTA and AmeriCorps*Promise Fellows, worked in 214 faith-based or-
ganizations—an investment of more than $27 million. This service hasn’t replaced
the important work of local volunteer efforts. AmeriCorps service enhances these ef-
forts. AmeriCorps members provide value-added service to faith-based community
assistance programs.

Let me illustrate with two examples. More than 600 AmeriCorps members, includ-
ing VISTA, work with Habitat for Humanity to help build homes for low-income
families across the nation. These members provide leadership on building projects,
serving 1.3 million hours directly supervising 241,000 Habitat volunteers and help-
ing recruit additional volunteers. Service by these AmeriCorps members multiplies
what Habitat can do. They have made it possible for Habitat to build more than
2,000 additional houses that otherwise would not have been built.
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Last year the Catholic Network for Volunteer Service placed over 2,000
AmeriCorps members through 120 national, state, and local faith-based organiza-
tions, including Jesuit Volunteer Corps, the Christian Appalachian Project, Lu-
theran Volunteer Corps, and Holy Cross Associates. These AmeriCorps members re-
cruited an additional 35,000 volunteers, assisted over 30,000 homeless people,
taught and/or tutored thousands of school children, and helped more than 8,000 low-
income pregnant women access pre-natal care and other services. In many cases,
these members worked in small organizations that have limited resources. With
AmeriCorps assistance, a small church or community-based organization can make
those limited resources go farther.

In all of our service activities with faith-based organizations, AmeriCorps mem-
bers may not get involved in any religious activities. The National and Community
Service Act recognizes a distinction between the religious activities of a faith-based
organization and a non-religious national service program operated by such an orga-
nization. To ensure that Federal aid is not used impermissibly to advance religion,
the law prohibits the use of Corporation assistance for religious instruction, worship
service, or any form of proselytization. AmeriCorps members may not give religious
instruction, conduct worship services, provide instruction as part of a program that
includes mandatory religious education or worship, proselytize, or construct or oper-
ate facilities devoted to religious instruction or worship. In addition, national service
programs operated by faith-based organizations must be open to participants re-
gardless of their religion.

Mr. Chairman, AmeriCorps and the Corporation for National Service figured
prominently in the President’s faith-based initiative announcement. We have experi-
ence with a model that works. We are looking forward to continuing our work with
the faith community and local community-based organizations.

AmeriCorps*State /| National

Since 1993, more than 200,000 Americans have joined AmeriCorps serving with
local, community-based nonprofit organizations in a variety of ways, from tutoring
children to serving in community policing projects to building or rehabilitating hous-
ing for the homeless. Members receive a living allowance and are eligible to receive
an education award for the successful completion of their service.

For fiscal year 2002, the Administration is requesting nearly $237 million for the
AmeriCorps*State/National grant program, an increase of $6.5 million. The
AmeriCorps*State program which provides grants to governor-appointed State Com-
missions will receive $190 million and $47 million will go to national nonprofit orga-
nizations conducting service programs in more than one state.

Literacy

Mr. Chairman, we appreciate that literacy has been an important issue to you
and you have been a leader in Congress in this area. With the recent media atten-
tion on the education issue and knowing of your interest, the Corporation contracted
with Abt Associates for a comprehensive study of the AmeriCorps*State/National
program and its efforts in literacy. The study had two parts and was conducted be-
tween the spring of 1998 and the summer of 2000. The first phase of this project
was a Descriptive Study of what was going on among our grantees. We knew that
a large number of AmeriCorps members were serving in educational programs, but
the Descriptive Study would give us a much more detailed picture of this activity.
The second phase was a Reading Outcomes Study to measure what impact
AmeriCorps service was having on those receiving the service.

The Descriptive Study made some very important findings about the size and
scope of our commitment to literacy. Of the 961 total State/National programs, more
than half (517 programs) were education-related programs, the majority of which
(360 programs) involved direct literacy and tutoring. Sixty-one percent of the spon-
soring agencies were community-based organization and 29 percent of the sponsors
were educational institutions. The study also found that firmly established and ex-
perienced agencies are sponsoring AmeriCorps programs. The vast majority, 83 per-
Cﬁnt, have been operating for five or more years. The Descriptive Study also found
that:

—AmeriCorps literacy service reached 260,000 individuals; 90 percent were chil-
dren from infants and toddlers to elementary and high school children. Across
all programs nationwide, the majority of students receiving literacy services
were concentrated in grades 1 through 6.

—Over 10,000 AmeriCorps members were involved in literacy and they had re-
cruited 40,000 volunteers to help provide literacy service.

—Almost all literacy programs provided training to members and volunteers in
literacy instruction and in working with children. Typically, about 16 hours of
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training were provided before, and 20 hours were provided during, the delivery
of literacy services.

AmeriCorps members in the 360 literacy and tutoring programs identified in the
Descriptive Study are conducting a wide range of activities with their students, en-
compassing the full range of reading subskills: reading aloud, reading comprehen-
sion, and vocabulary development. Almost half of the tutoring programs used well-
known and widely used instructional models. And most of the tutoring programs in-
corporated some of what educators and researchers believe are the most valuable
strategies for achieving positive reading outcomes such as coordinating tutoring
with classroom curricula; allowing adequate time for tutoring (1.5 hours/week); and
providing training to tutors. These strategies helped produce improvements in test
scores found in the follow-up Reading Outcomes Study.

After receiving the results of the Descriptive Study, the Corporation commissioned
Abt to conduct a Reading Outcomes Study to measure the effect of AmeriCorps on
student reading skills as measured by the Woodcock-Johnson Tests of Achievement.
Data for the study were collected pre-test in the fall of 1999 and early winter of
2000, and post-test during the spring of 2000. The study found that students in
AmeriCorps tutoring programs made impressive gains:

—The tutored students at all grade levels improved their reading performance
from pre-test to post-test more than the gain expected for the typical child at
their grade level.

—Reading comprehension and reading skills started out below grade level; by
year’s end students closed the gap and were reading at or near the grade-level
expectation.

Mr. Chairman, the Abt studies confirm that AmeriCorps’ literacy and tutoring
programs are working, improving the reading abilities of children. I have attached
the full Descriptive Study and the Reading Outcomes Study.

Digital Divide

In September 2000, the Corporation made grants to 32 programs designed to
bridge the digital divide. This was a down payment on the E-Corps, Senator Mikul-
ski’s initiative to expand the digital knowledge of teachers and their students. More
than 1,100 AmeriCorps members are working for a diverse range of local and na-
tional community based organizations, schools, community centers, and YMCA’s
helping children and adults succeed and thrive in the digital age. Most of these
grant awards were only recently finalized and these programs are just beginning to
get going with their projects.

We have received a number of very innovative digital divide grant proposals for
the 2001 appropriations. The proposals have ranged from those using AmeriCorps
members to assist in delivering technology access to low-income individuals and
families or helping to train school teachers and staff in community organizations so
that they will become adept at using technology in their work with young people,
to programs that build the technology skills of those Americans, especially children,
who have not yet been exposed to computers and programs that use technology to
meet the needs of communities. We will devote up to $25 million to this emphasis
area under the AmeriCorps*State and National activity.

In addition to these grants, the Corporation has a number of partnerships with
leading technology companies and nonprofits such as America Online, IBM, the
United Way, and America’s Promise to bring these resources to bear on the problem.
Our recent public service announcement campaign focuses on the digital divide.

Education Awards Program and AmeriCorps*Promise Fellows

In 2002, for the first time, the State/National grants budget request includes the
costs of the Education Awards program and the AmeriCorps*Promise Fellows pro-
gram. These programs, previously funded under Subtitle H of the Act, are proposed
to be funded under Subtitle C in order to integrate the funding of all AmeriCorps
activities and to continue to increase the types of programs and organizations in
which AmeriCorps members serve while minimizing the cost to the Corporation. We
have proposed appropriations language to accomplish this transfer, including provi-
sions that exempt grantee organizations from the administration cost, matching re-
quirements, and participant benefit requirements that do not exist under subtitle
H of the National and Community Service Act. These requirements have never been
part of the Education Awards program or the Promise Fellows program. The new
language will ensure that the Promise Fellows and the Education Awards program
will maintain their current structures.

The Education Awards program has played a key role in reducing the Corpora-
tion’s per member costs to below $15,000, as called for by agreement with Congress.
Under this initiative, the Corporation provides education awards to national, state,
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and local community service organizations that can support most or all of the costs
associated with AmeriCorps members from sources other than the Corporation.
AmeriCorps members serving in these projects are eligible to receive education
awards, but do not receive federally-supported living allowances paid by the Cor-
poration. Up to $7 million to support 15,000 slots will be available for Education
Awards program under the budget request.

The Promise Fellows is a major joint initiative with America’s Promise—the Alli-
ance for Youth, the national mobilization for youth launched by Presidents Clinton,
Bush, Carter, Ford, and Mrs. Reagan representing her husband, at the Presidents’
Summit for America’s Future. The five promises for youth declared at the Presi-
dents’ summit are: (1) an ongoing relationship with a caring adult—parent, mentor,
tutor or coach; (2) a safe place with structured activities during non-school hours;
(3) a healthy start; (4) an effective education that yields marketable skills; and (5)
an opportunity to give back to their communities through service. AmeriCorps
Promise Fellows serve with and are selected and administered by national, state,
and local nonprofit organizations that are developing and coordinating large-scale
activities intended to support children and youth. They do not serve with the Amer-
ica’s Promise organization. The budget request makes up to $7 million available for
the Promise Fellows program.

National Service Trust

The budget request for fiscal year 2002 will support an additional 50,000
AmeriCorps members; of which approximately 48,000 will enroll in the Trust. In
preparing this year’s budget for the Trust, we have determined that no new budget
authority is required for the Trust Fund costs associated with the new AmeriCorps
members. The $10 million included in the Trust supports the scholarship portion
of the Silver Scholarships initiative. This determination reflects several factors, in-
cluding: a change in estimating procedures to recognize future interest earnings in
determining current, as opposed to future, budget requirements; and a program
budget that is based on a static number of AmeriCorps members in 2002 and be-
yond. As in previous years, the appropriations request contains language allowing
the Corporation to use up to $7.5 million for the President’s Student Service Schol-
arship Program. The addition of 50,000 new members added by this budget will
bring the total Trust enrollments to more than 335,000 since the beginning of the
AmeriCorps program.

AmeriCorps*NCCC

The administration’s budget submission requests $21 million for the NCCC, the
same funding level as in fiscal year 2001, to support 1,100 NCCC members. NCCC
is a residential service program. Members live on five campuses nationwide and are
deployed to areas of greatest need. Each year, the Corporation routinely receives ap-
proximately four applications for each available NCCC position.

In addition to addressing pressing community needs in the areas of education,
public safety, and the environment, NCCC members provide assistance to the Red
Cross and the Federal Emergency Management Agency in locations struck by nat-
ural disasters. Approximately 16 percent of NCCC members have been certified to
provide fire-fighting support to the U.S. Forest Services and Parks Services and 50
members (the largest deployment ever) served on initial attack fire fighting teams
in the western states in August and September 2000. In fiscal year 2000, NCCC re-
sponded to 34 disasters.

For fiscal year 2001, Congress increased the NCCC appropriation by $3 million
to increase NCCC enrollment by 10 percent and to cover the costs of moving the
San Diego Campus from its present site, a former Naval Training Center. The De-
partment of the Navy is conveying the site to the City of San Diego, which plans
to redevelop the area. Plans for the site change are moving forward. We recently
completed a temporary move to the naval facility across the street from the current
campus to allow the class to graduate in San Diego in July. The next phase of the
move will either be a local move to another site in San Diego or to a new location.
The final decision will be made in May 2001 and the move should occur in August.
The move will result in certain leasing cost increases, and one-time moving and
staff relocation costs

Learn and Serve America

The budget requests level funding, $43 million, for the Learn and Serve America
program in fiscal year 2002. Mr. Chairman, the use of service-learning continues to
grow as more and more school systems adopt this innovative strategy that combines
community service with academic and civic education. In 1984, nine percent of all
schools offered service-learning. By 1999, that figured had jumped to 32 percent of
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schools, including half of all high schools. Learn and Serve America programs en-
gaged 1.18 million students in service-learning activities in 2000.

Service-learning offers tremendous benefits to students, schools, and communities.
It gives students the opportunity to be active, positive contributors to society and
contributes to greater civic engagement by students. Students become more active
in school and develop greater beliefs in their ability to make a difference in their
communities. Studies have found that service-learning contributes to increases in
core GPA and in Math. Students in service-learning are less likely to engage in
risky behaviors than their peers and contribute more than twice as many volunteer
hours in the community than students who are not part of service-learning do.

Schools benefit from service-learning through greater integration with community-
based organizations, energized curriculums, and by expanding connections between
students and school personnel. Ninety-five percent of teachers believe students
should be encouraged to participate in service. Finally, service-learning forges part-
nerships between schools or colleges and community organizations and institutions,
{)roviding additional resources to meet shared community and neighborhood chal-
enges.

Learn and Serve America makes grants to state government entities, Indian
tribes, U.S. territories, and national nonprofit organizations. They in turn make
subgrants for local service-learning projects. In addition, Learn and Serve America
provides grants directly to institutions of higher education. State education agencies
receive funds from Learn and Serve through a population-based formula. Nonprofit
organizations, State Commissions, Indian tribes, U.S. territories, and institutions of
higher education receive funds through a national competitive process, which in-
cludes set-aside funding for Indian tribes. And Learn and Serve America encourages
sustainability and growth of service-learning through its funding match require-
ments. All school- and community-based grantees must demonstrate an increasing
level of matching funds to qualify for continued federal support, rising to dollar-for-
dollar by year four. Higher education grantees must provide a dollar-for-dollar
match from outset of the grant.

While most often service-learning is sponsored by schools and colleges, it also
takes place in community organizations such as 4-H, YMCA, as well as through the
governor-appointed State Commissions on service that administer AmeriCorps
grants. Community organizations and nonprofits must develop programs with civic
or academic knowledge links to the service in order to qualify for Corporation funds

Innovation, Demonstration, And Assistance Activities

The fiscal year 2002 budget request for the Innovation and Demonstration activi-
ties authorized under Subtitle H of the National and Community Service Act is $22
million, a reduction of $6.4 million below last year. Most of the reduction represents
a transfer from Subtitle H to the AmeriCorps*State/National grants under Subtitle
C of the costs of the Education Awards and the AmeriCorps*Promise Fellows pro-
grams. This funding level will allow the Corporation to continue its mission under
Subtitle H to build the ethic of service among all Americans, provide training and
technical support to the national service field, and to foster high quality programs
with real community impacts. The Corporation also funds a number of special initia-
tives in its Innovation and Demonstration authority, including:

Recruitment.—The Corporation recently went on-line with our new web-based re-
cruitment system at www.americorps.org to help us reach our goal of recruiting
50,000 new AmeriCorps members. The Corporation developed and implemented this
new web-based recruiting system in fiscal year 2001 to assist State Commissions
and local nonprofits with recruiting members. The system provides information on
service opportunities, and permits a person to search for those opportunities that
meet his or her interests and qualifications. You can then apply on-line directly to
the nonprofit or faith-based organization. Whether a service opportunity is across
state lines, or merely around the corner, putting the program in touch with the ap-
plicant is the first step that ultimately results in a member signing up to provide
service in a community and help to solve critical needs. The recruitment system,
found at www.americorps.org, has already generated 8,000 applications to programs.

Disability Programs.—In fiscal year 2002, organizations that were granted funds
to provide outreach and recruitment activities to people with disabilities for national
service programs will complete their two-year grant. Grantees will present their ac-
complishments and best practices at the 2002 National and Community Service
Conference. Based on the information learned from these grant activities, the Cor-
poration will hold discussions with the grantee organizations, State Commissions,
programs, and the Training and Technical Assistance provider to determine the best
use of new disability grants.
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The President’s Student Service Challenge—In 2002, the Corporation expects to
award 15,000 matched President’s Student Service Scholarships and 50,000 Presi-
dent’s Student Service Awards to reward outstanding service by young people.

Dr. Martin Luther King, Jr. Day.—This initiative is authorized under the Na-
tional and Community Service Act and is intended to make this day an opportunity
for all Americans to provide service to their community in honor of the legacy of
Dr. King.

Evaluation

The budget request for the Corporation’s evaluation activities for fiscal year 2002
is level funded at $5 million. Evaluations determine the impact of Corporation pro-
grams in achieving the goals set forth in the National and Community Service Act.
They also help the Corporation identify successful service activities and best prac-
tices that can serve as models for future program development.

In fiscal year 2002, the Corporation will support a variety of studies and activities
designed to track the performance of our programs, as required by the Government
Performance and Results Act, and to provide customer feedback. Those activities in-
clude customer satisfaction surveys, and accomplishments tracking. Long-term stud-
ies will continue to absorb a significant proportion of the evaluation budget in fiscal
year 2002. The Corporation now anticipates having to fund the first follow-up of the
member longitudinal study from the fiscal year 2002 appropriation. We will also
begin planning for the establishment of program outcome standards at the grantee
and subgrantee level. Working in cooperation with the AmeriCorps program staff
and State Commissions, Evaluation staff will design and implement a system of
quantitative standards for grantee and sub-grantee performance in the areas of
member enrollment, retention, and completion.

Program Administration

The budget request contains $31 million for program administration in fiscal year
2002, essentially level funding from the previous year. Consistent with the Act, the
Corporation’s overall program administration funding includes a 40 percent alloca-
tion of $12.4 million to State Commissions to fund their fiscal management and pro-
gram support activities. The remaining $18.6 million will be used for the Corpora-
tion’s direct program administration expenses, including the technology enhance-
ments that were so critical to the Corporation’s ability to obtain a clean opinion on
its financial statements. Although the cost of supporting even a level program activ-
ity level will include increased program support costs due to inflation and cost of
living increases, the Corporation is not requesting an increase in its 2002 Program
Administration funding levels. The current request level will enable the Corporation
to maintain its 2001 FTE level and to staff critical program positions.

FISCAL YEAR 2000 AUDIT

The Corporation is pleased to report that for the first time it has received an un-
qualified, or “clean” opinion on its fiscal year 2000 financial statements. Operational
areas deemed materially weak were reduced from five in fiscal year 1999 to one for
fiscal year 2000.

These achievements were the result of a concerted effort to reduce the number
of material weaknesses and reportable conditions identified in the audits, beginning
in fiscal year 1996 when ten operational areas were deemed materially weak. We
reduced our material weaknesses by developing a comprehensive Action Plan that
identified tasks that needed to be accomplished to improve management and to con-
trol material weaknesses. We continually updated the Plan to incorporate new
tasks, including those identified by the Office of the Inspector General, and docu-
mented the Corporation’s progress toward completing existing tasks.

In the past two years, as part of the Action Plan, the Corporation implemented
a new financial management system, created a web-based reporting system for the
National Service Trust that improved record keeping and accuracy of Trust data,
and put in place numerous improvements to our control environment, fiscal manage-
ment, and information technology. As the full impact of these systems began to be
felt throughout our organization, our audit results improved as illustrated below.

CORPORATION AUDIT RESULTS—FISCAL 1996 THROUGH 2000

Type of Opinion 1996 1997 1998 1999 2000

Unqualified X

Unqualified Balance Sheet only! ...
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CORPORATION AUDIT RESULTS—FISCAL 1996 THROUGH 2000—Continued

Type of Opinion 1996 1997 1998 1999 2000

Qualified Balance Sheet only? X

Financial Statements Not Auditable

1The financial statements were fully auditable, the auditors issued an unqualified opinion on the Statement of Finan-
cial Position and disclaimed on the Statement of Operations and Statement of Cash Flows.
20nly the Statement of Financial Position was auditable.

CONTINUED MANAGEMENT IMPROVEMENTS

The Corporation continues to emphasize financial and grants management im-
provements. The Subcommittee’s Conference Report for the current fiscal year in-
structed the Corporation to implement a cost accounting system, an integrated
grants management system, and to establish a central archive for Corporation grant
records. Funding was provided for these activities. The Subcommittee also in-
structed the Corporation to report on our procedures for handling “troubled” grant-
ees. I would like to report on these areas.

Cost Accounting System

We will use our new financial management system, Momentum, to report costs
in statements, so the system infrastructure for the cost accounting system is cur-
rently in place. Utilizing Momentum, we are developing a cost model to allocate ex-
penses by program according to an appropriate cost driver in accordance with fed-
eral accounting standards. We plan to contract with an independent public account-
ing firm this year to assess our cost model. Our goal is to be able to generate com-
parative information on costs between programs and to link costs to program out-
comes.

Grants Management System

The work on the integrated grants management system began in fiscal year 2000.
This long-term project is going very well, and we expect to begin to implement the
system next April. The design work on the system was completed in December 2000,
and is now undergoing final review prior to the actual programming work. When
completed, we will have an integrated grants management system that provides
comprehensive financial management information for all grants and cooperative
agreements. The design meets the Grants Financial System Requirements of the
JFMIP and the requirements of the Government Paperwork Elimination Act and
the Federal Financial Assistance Management Improvement Act. On February 2,
the Corporation provided the design documentation, including functional hierar-
chies, entity diagrams, and initial mock-ups of all forms and reports to the Inspector
General for comment.

We are very excited about the potential of this new grants system. Like our web-
based reporting system for the National Service Trust, the grants system will use
the Internet for many functions. Potential grantees will be able to apply for Cor-
poration grants, using a common electronic form 424 on the Internet. The Corpora-
tion will also be able to perform peer reviews of grant proposals over the Internet.
All employees of the Corporation will be able to do their assigned tasks in one sys-
tem. Both financial and progress reporting will be done over the Internet. The sys-
tem will be linked to the Corporation’s Momentum financial management system so
that all financial data will be in sync. Much of the current labor intensive tracking
and notifying will be automated. And all of the Corporation’s grant activity, with
appropriate audit trails, will be done in one place.

Central Records Archive

The Corporation plans to consolidate its grant and program files in a central ar-
chive for grants issued from the Corporation’s headquarters. Files for grants issued
by our five service centers will remain at the location servicing the grant.

As part of this effort, the Corporation will close out expired grants and send the
files to the Federal Records Center. We will also contract with a qualified vendor
to perform grant file reviews, grant award reconciliations, and perform an analysis
of financial and related reports to determine that all requirements have been met.
The Corporation issued a notice of the contract for this work on February 5, 2001.
We expect that a contractor will begin work on the project soon.

In the longer term, the Corporation believes that the archive will not be needed.
As previously discussed, the Corporation is building a new grants management sys-
tem that will handle all aspects the of the grant process from accepting applications,
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to peer review, to award and eventual close out. We estimate that within five years
the entire grant process will be paperless eliminating the need for an archive.

Improving Grantee Performance

The Fiscal Year 2001 Conference Report also instructed the Corporation to exam-
ine the use of receivership in addressing “troubled” grantees. Our primary tool for
monitoring State Commissions is our State Administrative Standards project. Under
the Standards, a review team spends five days on site assessing the Commissions
in five statute-based areas: (1) proper grant processes, (2) monitoring of service pro-
grams, (3) member record keeping, (4) filing of Corporation reports, and (5) financial
management. In addition, the Standards evaluate the Commissions’ planning and
assessment processes, personnel management, systems for training and technical
assistance, as well as service promotion within states. To date, Corporation staff has
performed 15 State Commissions site visits using the Standards and has issued 11
final reports. An additional 14 site visits will be conducted in fiscal year 2001.

In addition to visiting State Commissions, as part of the Standards review proc-
ess, Corporation staff also conducts site visits to individual program sites that are
receiving funding from Commissions to ensure that the Commissions are conducting
proper program oversight. State Commissions are instructed to obtain technical as-
sistance and training to correct any deficiencies identified by the Standards and
must establish policies and procedures to remedy the problems.

The Corporation has ample authority under current law to impose sanctions on
troubled grantees. These sanctions include requiring reimbursement for misused
funds, the suspension or termination of assistance, or the automatic recovery of dis-
allowed Federal grant funds through administrative offset of other Federal funds.
Unlike the Department of Housing and Urban Development, the Corporation does
not have authority to appoint a receiver to step in and run a State Commission.
Given the wide range of currently available sanctions, such authority does not ap-
pear to be necessary. So far, we have not found any Commissions with problems
so significant that we would need to resort to such a remedy. The current sanctions
are effective tools for insuring proper State Commission management.

Program Administration—Additional Priorities

Mr. Chairman, Senator Mikulski, as I mentioned previously, this Subcommittee
has been very supportive of the Corporation as we have used our funding to improve
our operational and financial systems. While we worked to improve our systems, the
responsibilities and activity of the Corporation have grown substantially. The addi-
tion of 50,000 new members added by this budget will bring the total Trust enroll-
ments to more than 335,000 since the beginning of the AmeriCorps program. There
are more than 3,000 programs, sponsors, and sites that receive Corporation support
and assistance.

All of this growth has placed greater demands on the National Service Trust and
its staff. All member information from when they enroll in AmeriCorps or
AmeriCorps*VISTA to when they exit is recorded in the Trust. If information about
the member changes—change of address, change of program site—during the course
of a member’s service, that change is also kept by Trust data. Indeed after a mem-
ber successfully completes his or her service, the Trust is responsible for receiving
and processing requests for payment of education awards. As the Trust’s on-going
responsibilities have grown with each group of new members, there has been an in-
creased workload of continuing inquiries from this increasing member population.
The Trust is actively using technology to assist in the management of this workload,
but it is important to recognize that this is a growing workload and that continuing
improvements are needed to the Trust’s capacity to respond to member require-
ments in a timely manner.

POINTS OF LIGHT FOUNDATION

The Corporation has enjoyed successful collaborations with the Points of Light
Foundation and America’s Promise—the Alliance for Youth. These organizations
bring special expertise and resources to the national service field. Both organiza-
tions, along with the Corporation, are the co-hosts and primary organizers of the
National Community Service Conference. Last year’s conference brought more than
5,000 members of the national service field together to exchange ideas and best
practices for delivering service.

The budget request for the Points of Light Foundation is sustained at last year’s
level of $10 million. The funding will be used by the Foundation to carry out its
fundamental purposes:
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—Encouraging every American and every American institution to help solve the
nation’s most critical social problems by volunteering their time, energies, and
services through community service projects and initiatives.

—Identifying successful and promising community service projects and initiatives
with nonprofit organizations, corporations, families, and youth, and dissemi-
nating information concerning such projects and initiatives to other commu-
nities in order to promote their adoption nationwide.

—Building the capacity of institutions to support volunteer service, and devel-
oping individuals as leaders to serve as strong examples of a commitment to
serving others and to convince all Americans that a successful life includes serv-
ing others.

The Points of Light Foundation supports a network of hundreds of Volunteer Cen-
ters nationwide. An increasing number of AmeriCorps members and
AmeriCorps*VISTA members are working directly with, and under the leadership
of, these centers for volunteer service. In fiscal year 2002, the Foundation will de-
velop programming and support institutions that offer volunteer opportunities and
resources to low-income people. The Foundation has expanded its programming to
reach and serve more communities of faith and family-based volunteer initiatives,
two key strategies to strengthen communities. The Foundation will also work to
build the capacity, visibility, and sustainability of a unified nationwide network of
local Volunteer Centers.

AMERICA’S PROMISE

In April 1997, America’s Promise was launched at an unprecedented gathering in
Philadelphia called the Presidents’ Summit for America’s Future. In Philadelphia
every living President, with Former First Lady Nancy Reagan representing Presi-
dent Reagan, along with 38 Governors, 100 Mayors, and delegations of Americans
representing 140 communities joined together behind an overall mission of building
and strengthening the character and competence of today’s youth.

At that gathering, a set of five basic promises was made to every child in America.
To point them in the right direction, to help them grow up strong and ready to take
their place as successful adults, these five promises must be fulfilled for all children
and young people:

—An ongoing relationship with a caring adult—parent, mentor, tutor or coach.

—A safe place with structured activities during non-school hours.

—A healthy start.

—A marketable skill through effective education.

—An opportunity to give back through community service.

The fiscal year 2002 budget proposes $7.5 million as a second grant to America’s
Promise for the purpose of fulfilling its mission. The grant will support the oper-
ational costs of the organization, as well as activities consistent with the mission
described above. It is anticipated that these funds will supplement other ongoing ac-
tivities and contributions toward the goals and objectives of America’s Promise.

In 2002, America’s Promise will continue to support programs and partnerships
that develop the character and competence of the nation’s youth. A key priority will
be the development of collaborations across the public, private, and independent sec-
tors around the common mission of fulfilling the Five Promises. These collaborations
make the best use of scarce resources and ensure more young people are reached.
Another priority will be the generation of resources, including in-kind contributions
in the form of the time and talent of individuals and their employers, as well as
donation of funds to support positive youth development activities in communities.
Resources can be combined and delivered to children where they live, learn, and
play through ‘Sites of Promise’ such as schools, public housing, libraries, and rec-
reational facilities. These ultimately culminate in the full-scale mobilization of Com-
munities of Promise.

CONCLUSION

Mr. Chairman, Americans can be proud of the work of Corporation for National
Service. They see the change that individuals bring to communities with pressing
needs. As we look to the future, we are not resting on our accomplishments. Over
the next year the Corporation will continue to review and improve its operations
and programs. We will also seek to identify innovative ways to strengthen the Cor-
poration’s contributions to the Administration’s overall agenda to support faith-
based service groups and the efforts of communities and families in providing vig-
orous and thorough support for those in need, while preserving the dignity of the
individual and fostering personal responsibility. This Subcommittee has been tre-
mendously supportive of our work and we look forward to your continued support.
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AMERICORPS LITERACY ACHIEVEMENTS

Senator BOND. Thank you very much, Ms. Zenker. Let me now
turn to questions.

Speaking on the literacy front, and I appreciate your comments
about it, how much funding support currently goes to the Corpora-
tion’s literacy initiatives? What kinds of results are we seeing? And
how do you envision this Silver Scholarship and Veterans’ Mission
complementing the Corporation’s current literacy activities?

Ms. ZENKER. We are estimating about $85 million this year will
go towards our literacy efforts. One of the things we did over the
past 2 years was contract for an evaluation assessment of our lit-
eracy efforts. And we have an evaluation report that was prepared
by Abt Associates, which has been attached to my fuller statement,
and which we can talk about, briefly.

That report is both a descriptive study of AmeriCorps literacy ef-
forts, as well as an evaluation outcome of the results that we are
getting. What we are seeing, in terms of results, is that
AmeriCorps members are making a difference in the communities
that they serve; that grades are going up by more than would—
reading levels, excuse me, are going up by more than would be ex-
pected if the AmeriCorps members were not there tutoring.

What we do, in terms of tutoring, are several different kinds of
activities. We do tutor directly, as well as have AmeriCorps mem-
bers who recruit tutors to come into the schools.

Our two new initiatives, both the Silver Scholarship Program
and the Veterans’ Mission for Youth, both draw on this literacy ex-
pertise and seek to have more volunteers helping more young peo-
ple learn to read.

Senator BOND. Well, one of the things that—that I am interested
in is how we can make the—how we can expand the—the reach
and the effectiveness by making sure that we emphasize the whole-
sale nature, rather than retail.

I know that if we have an AmeriCorps volunteer tutoring a stu-
dent, that student probably is going to do better and increase his
or her reading level. But if we have the—that AmeriCorps volun-
teer who is mobilizing a group of 10 or 15 or 20 mentors, then we—
then we can hope that we get 10 or 15 or 20 more students in-
volved, and—and raise them up.

So, I very much want to see us multiplying that effort, and using
the resources of the Corporation to the extent possible to get as
many non-Corporation volunteers in the field. And I hope that that
will work.

How will the Silver Scholarship/Veterans’ Mission work with the
literacy efforts?

Ms. ZENKER. Both of those programs are directed towards men-
toring/tutoring young people. The Silver Scholarships will permit
seniors 55 and older, who provide 500 hours of service, to receive
a $1,000 scholarship that they can pass on to a child, a grandchild,
or another person in need, including the person they are tutoring
or mentoring.

The Veteran’s Mission for Youth is a very similar program. It
seeks to take veterans, retired military personnel, and have them
tutor and mentor within their communities.
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GRANTS MANAGEMENT AND COST ACCOUNTING

Senator BOND. All right. The Corporation’s Inspector General
and KPMG have reported most of the Corporation’s financial prob-
lems have been cleared up, but they continue to report deficiencies
in grants management, including systems deficiency and problems
in day-to-day management and oversight.

We provided the Corporation $2 million targeted for the acquisi-
tion of a cost accounting system, a grants management system, and
the establishment of central archives.

What—what is being done to address these deficiencies? Who is
responsible for correcting them? What progress have we seen to
date? And do you expect any additional funds needed to complete
the effort?

Ms. ZENKER. First, let me say thank you. We really appreciate
the $2 million that we received in 2001 that was specifically fo-
cused on where we see our current top internal management pri-
ority, which is to improve our grants management system.

Where we stand with the grants management initiative—and if
I may speak about that first, simply because it is taking the largest
portion of that money. We have awarded a contract—we have done
the systems analysis. We have done the requirements definition.
We have a contractor on board. And we are actually starting, right
now, to program the system. We expect that it will be initially
operational in April of 2002; this time next year.

With respect to the cost accounting system, we have a new ac-
counting system that has a cost accounting module. In our annual
report this year, we did our first cost accounting allocation module
method. What we want to do is bring in a public accounting firm,
right now, to take a look at what we did and see if they have rec-
ommendations on how we can do it better. And we are also fol-
lowing your advice, in terms of getting and putting in place a cen-
tral archive for our headquarters grants.

Senator BOND. I would like to ask the Inspector General, Ms.
Jordan, to come forward. Do you have any comments on this or any
suggestions on—on this general area?

Ms. JORDAN. The grants management?

Senator BOND. Yes.

Ms. JORDAN. The systems part

Senator BOND. You might pull that mic over.

Ms. JORDAN. The Corporation’s plans to improve the system go
a long way toward working out some of the recording problems, but
the problems are also in the day-to-day oversight of the grants.

We—1 testified approximately 2 years ago that we were going to
be doing work at the State Commissions. And Senator Mikulski,
you asked us to issue reports after we did each.

In each of the reports, we have made recommendations, as far
as improving the oversight and the monitoring of the grants at the
sub-sites and where the members are doing the service.

There are a number of issues that remain to be resolved in those
areas. A system will not address those problems. Those are man-
agement issues. And that is where emphasis has to be placed.

There was some cost accounting done for the financial state-
ments, but the Corporation, in my mind, still cannot cost-out its
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programs, including what it costs to put a member down on the
ground and how much a specific program, itself, costs. That will re-
quire getting some information from the grantees. And I am not
aware that the Corporation has made efforts to get that specific ac-
tual information from the grantees, rather than using budget, as
it has in the past.

And I am not aware, as far as the archiving, of a great deal of
progress that has been made in the area. We still have issues find-
ing documents.

Senator BOND. Do you think the Corporation needs more funds
to complete the grants management system?

Ms. JORDAN. I——

Senator BOND. That is just a management challenge.

Ms. JORDAN. I am not aware that acquisition of the system will
require more funds than they have now. I believe that what we
need is more emphasis on management.

GRANTEE OVERSIGHT

Senator BOND. Well, this is one—and I was going to turn for
my—turn back to Ms. Zenker and let her comment on that. But I
wanted to follow-up on the grantee oversight, because we have seen
the—the questions raised and the Inspector General has—as—it
says that in its grantee surveys, very few State Commissions have
good systems for tracking grants.

And what actions does the Corporation take when it finds a
grantee is troubled or not performing? And what actions has the
Corporation taken when the IG reports problems with a grantee?

Ms. ZENKER. We have got a couple of different mechanisms that
we use. One, the Inspector General is indeed conducting pre-audit
surveys, at, I believe, now, about 37 of our State Commissions. Re-
ports are issued with recommendations. And we follow-up with the
State Commission to make sure that those recommendations that
they agree with are implemented. We have our program staff that
are working very closely with State Commissions to make sure that
they put improvements in place.

We also have what I would describe as our own internal moni-
toring program, which is referred to as the State Commission Ad-
ministrative Standards. And this is a series of 11 standards, where
we send a team out for a 5-day period, composed of both Federal
and non-Federal experts, to go in, take a look at what State Com-
missions are doing in terms of their recordkeeping and program
management, and provide a report back to us, again, with rec-
ommendations on where there are weaknesses and other areas
where they need improvement.

So, we follow-up when we know that there are weaknesses. Gen-
erally, though, we think that the State Commissions are doing an
adequate job. And there are many that are doing a good to excel-
lent job. I think we need to keep that in mind, as we talk about
some of the problems in some of the State Commissions that have
weaknesses.

I do not want us to lose sight of the fact that, by far, almost all
Commissions are running good programs. Again, almost all Com-
missions can probably make improvements, but for the most part,
we believe that they are performing what we would consider to be
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a minimal and even adequate level of attention and oversight to
their grant programs.

You asked whether or not—and I know that there were several
questions, and I am sorry if I do not get to all of them, but one
that is serious to us, of course, is always the money question;
whether we would continue to need money in fiscal 2002 for these
improvements. And I have to say that we do.

As we build systems, we have, minimally, the cost to maintain
them, to do the next version, to make improvements, to make it
better, and to expand its scope, in terms of the activities that it
performs.

We are bringing up, initially, the system in 2002. We will have
a continuing work in 2003.

Finally, there was a question on whether or not we know the ac-
tual cost of AmeriCorps members on the street. And that is infor-
mation that we do not, right now, know the actual cost. We do talk
to you, in terms of budgeted costs, and what we are aware of, in
terms of what is going on out there.

We have every intention, and we will try, over the next year or
two, to comply with the requirement to have actual costs for mem-
bers, but that is going to be driven by putting these systems in
place that will bring the data forward and permit us to report it
back to you on an actual basis.

Senator BOND. Well, thank you very much, Ms. Zenker. I will
submit the rest of my questions for the record.

I now turn to Senator Mikulski for her questions.

ADEQUACY OF NATIONAL SERVICE TRUST FUNDING

Senator MIKULSKI. Thank you very much, Mr. Chairman.

Well, this is one of the first, at an Appropriations hearing, Ms.
Zenker, when I refer to page five of your oral testimony, in which
you say, “The overall budget reductions result from the fact we
don’t need new resources in the National Service Trust to support
the next class of AmeriCorps, and also the two new initiatives pro-
posed by the President.”

Could you tell me why that is so?

Ms. ZENKER. I think, in terms of looking at the Trust, I—I talk
about three different issues. One, there is a change in what our fu-
ture estimates are, in terms of growth of the AmeriCorps Program.

As you mentioned in your opening remarks, Senator, we are look-
ing, right now, at level funding for 2002, and we, at some point,
will engage with our new CEO and the President, in terms of dis-
cussions for 2003, but right now, we are looking at level funding
and level growth within the AmeriCorps Program in the out years.
So, that has a significant impact on what we would request for the
Trust.

The second issue is, as has been discussed with this committee
in years past, there is somewhat of a reserve that is in the Trust
right now, and we would use that reserve. It is—it is not the num-
ber that I know has been floated around.

Senator MIKULSKI. Why do we have a reserve?

Ms. ZENKER. We have a reserve because we have estimates as to
what kind of usage we are going to have of the education awards.
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How many members enroll? How many members complete service?
Of those members who complete service, how many use it?

Senator MIKULSKI. I want to come back to that, then

Ms. ZENKER. Okay.

Senator MIKULSKI [continuing]. Because I want to move my ques-
tions along.

First of all, one, I am pleased to hear your analysis. And we
wanted to hear both from you and the very important issues raised
by the IG.

Here is where we are: One, we have—Senator Bond and I have
really big challenges ahead for all of the agencies facing us. Stay
the course in National Service and really use this to get our act to-
gether and get volunteers into the community. That is my goal and
some new thinking.

But we have a reauthorization to do, as well as a new CEO.
When we get to the reauthorization in the Jeffords-Kennedy com-
mittee, they are going to turn to us to—about whether this pro-
gram means anything to—at the local level and at what cost, which
goes to the IG question about the per capita. It is not the proper
word, but just for linguistic purposes here.

So, one, we really do need to know—first of all, we acknowledge
this for this year, but it could be very important when we show our
benefits both to our colleagues in approprations and also in the re-
authorization, it could be conceivable that the Bush Administration
would want to expand a program.

So, I take no position on what is the further view of the Presi-
dent. I presume the President, knowing him, just beginning, as I
do, he is a results-oriented guy. And he is going to want to know
what have been our results, at what price, for there to be an ad-
ministrative—Administration policy, which then goes to this: Could
you—first of all, I really want to insist that there be a sense of ur-
gency in identifying how much does it cost to place a volunteer in
the community. We are depending on the community. It might be
the Conservation Corps is a different price for public safety, than
ongoing tutors. So, even if we have a range, I think it is very im-
portant, so we know what does it cost to put a volunteer in the
community.

USE OF AMERICORPS EDUCATION AWARDS

Second, can you tell me what is—how—what has been the use
of the stipend? Now, because the whole thing was to get—when we
were going through the me-generation and all of that, the whole
idea of National Service was help kids reduce student debt, which
is pretty considerable, with hands-on experience.

And then at the end of it, they would—it reduce their student
debt or homeowners—and then come back and that we would have
Alumni Associations. So, I want to know: Have we really used the
stipend or—and number two, have you formed Alumni Associa-
tions, and what have those—been those results? So, that they
would keep on keeping on; that this was kind of a pump primer,
not gor money, but a pump primer for being involved in the commu-
nity?

Ms. ZENKER. In terms of those who have completed service and
earned an education award, 50-56 percent of them are using it to
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pay for their education out on a future basis. Thirty-four percent
have used it to pay off their student loans. And 9 percent use it
for a combination of both of those activities.

Senator MIKULSKI. So, some use it for student debt and others
use it to continue education.

Ms. ZENKER. Yes.

Senator MIKULSKI. So, that—so, it is working.

Ms. ZENKER. Yes. Absolutely.

Senator MIKULSKI. Okay.

AMERICORPS ALUMNI ORGANIZATION

Ms. ZENKER. Absolutely. And with respect to an Alumni Associa-
tion, there is an independent—not a Corporation activity, but an
independent Alumni Association that has been formed of
AmeriCorps members. And it is headed by an individual, Mike
Meneer, who is its Executive Director. And it seeks to stay in touch
with and broaden the involvement of AmeriCorps members after
their service, in continuing to give back to their community.

Senator MIKULSKI. Like the Peace Corps Volunteer

Ms. ZENKER. Absolutely.

Senator MIKULSKI [continuing]. Association?

Ms. ZENKER. Just like it.

Senator MIKULSKI. It is modeled on that.

Ms. ZENKER. It is—it is modeled on that, but it is much smaller.
And it is seeking and trying to reach out to AmeriCorps——

Senator MIKULSKI. Why do not—why does not—why does not Na-
tional Service help be the organizers of that?

Ms. ZENKER. We have done—we have tried to do a little bit of
work this year in helping to pump up that association.

Senator MIKULSKI. Well, I would like to hear more about that.

Ms. ZENKER. Okay.

Senator MIKULSKI. I am sure we will be talking more, but
what—again, what we are looking for is value. Value to the tax-
payer. And that the value continue long after you have left the pro-
gram; that this was not a Government agency, where we are not
creating a bureaucracy.

You know, having worked in social agencies, I mean, we talk to
guys and gals who have been in the Marines. They say, “Once a
Marine, a Marine Corps forever.” Talk to a Peace Corps volunteer.
Many in our own office. Jim Walsh, our counterpart, in the House,
“Once a Peace Corps volunteer, a Peace Corps volunteer forever.”
They talk about it. They wear buttons. They want to be part of an
ongoing organization. Just like our veterans.

This is what we wanted from National Service, and that there
fWoul};:l be a continuation of this. And so, I am going to be looking
or that.

DIGITAL DIVIDE

I—can you talk to me about digital—what you have done with
the digital money?

Ms. ZENKER. First of all, as I said, we made a down payment.
We did $12.5 million in digital divide—

Senator MIKULSKI. Tell me what you bought for it and what you
hope to buy for it.
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Ms. ZENKER. Oh, we have—what we are

Senator MIKULSKI. In other words, what did the money buy for
people?

Ms. ZENKER. What it is buying? One, it is buying is—is teacher
training. Teaching teachers how to use technology in the class-
rooms. There are also some direct tutoring activities that go on in
terms of teaching children or—or people of all ages how to use the
computer, how to access the Internet.

We build computer labs. We help refurbish old computers, so
that they can be used by new people. I think you know, many peo-
ple throw computers out when they go and buy a new one. So,
what we want to do is take that old computer, help refurbish it,
and put it into an active environment for—for many more years.

Our activities are varied. We help set up technology centers in
communities, so that low income children can be exposed to the
digital divide activities.

We have also, if I may, just—our public service announcement
this year was focused on the digital divide. And we have had some
great play on that public service announcement. Over 18,000 sta-
tions have chosen to air it, giving us

Senator MIKULSKI. What was—what was the point of the public
service announcement?

Ms. ZENKER. The public service announcement, it is our recruit-
ment tool. We try to get the fact that AmeriCorps is out there; that
people have an opportunity to serve; and to draw them to our
website, so they can learn about service opportunities around the
country.

Senator MIKULSKI. Well, that is terrific, because that is what our
intent was. But you need to know, it was not to provide actual—
it was to train the trainers and to upgrade two constituencies; one,
teachers, but the other is often the—the Executive Director of a
Boys and Girls Club in a neighborhood might be great with the
kids, but themselves, have never had these opportunities. And so,
that was that.

The other—but here is the last question: can you specialize in E-
Corps, or is it that so many of our volunteers are so computer or
technology—beyond computer—technology proficient that every
AmeriCorps volunteer is a potential E-Corps person?

Ms. ZENKER. They—these members who were funded in tech-
nology activities are working in technology programs. Many of our
members, as you say, do become——

Senator MIKULSKI. Is there an E-Corps within AmeriCorps?

Ms. ZENKER. There—there is

Senator MIKULSKI. Is there a subset Corps?

Ms. ZENKER. There is not something that we call an E-Corps, but
there are members whose activities are completely focused on dig-
ital divide—on digital divide efforts and technology improvement
efforts, but they do not call themselves an E-Corps, no.

Senator MIKULSKI. Why not?

Ms. ZENKER. One of the reasons, I—and—and it becomes a dif-
ficult issue for us, but it is in terms of letting people know what
it is that is out there. It is a challenge to get people to know what
AmeriCorps is and to want to volunteer to come and be
AmeriCorps members and know something about the program.
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We have tried to limit it the—the—the different ways that we
talk about AmeriCorps, so that we can get our words——

Senator MIKULSKI. Sure.

Ms. ZENKER [continuing]. To the most numbers of people.

Senator MIKULSKI. Well, that is helpful to understand that. I
would like to know—again, we will be talking more about that. I
know we want to move on to Senator Johnson and to—and to our
testimony on Neighborhood Reinvestment.

But first of all, I am pleased that it got started. I am just pleased
that it got started and that we are making wise use of these funds.
We will be looking forward to seeing what the next half will be,
and then Senator Bond and I will be discussing, you know, how
best to promote these digital—because we are looking for digital
opportunity.

Mr. Chairman, one other comment, just to you.

Senator BOND. Yes, ma’am.

SILVER SCHOLARSHIP TAX EXEMPTION

Senator MIKULSKI. This goes to the Silver—the Silver
Service——

Ms. ZENKER. Silver Scholarships.

Senator MIKULSKI. Silver Scholarships. No. The Silver Service, 1
think, is on display at the Metropolitan, with Jackie, so—the

Senator BOND. Is that not the one that disappeared from Air
Force One?

Senator MIKULSKI. No. Come on, now.

Senator BOND. Okay.

Senator MIKULSKI. Under what Administration?

I note that the Administration wants that to be tax exempt, and
is, in a sense, trying to set up an—I am concerned that we are
going to get involved with the Finance Committee. And I would
like for us to perhaps have our own conversation about that.

I know what the President is doing—and I think we are all in
alignment—which is to really use seniors in a way that is creative
and that their sweat equity translate into value for another genera-
tion.

So, I think that is exciting. We have got an—we have got a group
in Baltimore called Experience Corps, which is a subset of
AmeriCorps. So, I would like to work with you.

Senator BOND. Sure.

Senator MIKULSKI. But I would like to avoid the Finance Com-
mittee on this one. Okay?

Senator BOND. Yes. Do not tell them that we are—we will see if
we can just slip by them.

If you will not tell them, we will not. Okay?

Senator MIKULSKI. And then we are going to be members of the
Intelligence Committee, as well. So——

Senator BOND. Right.

Senator MIKULSKI. Thank you very much. And look forward to
further comments.

Senator BOND. Thank you, Senator Mikulski.

Senator Johnson.

Senator JOHNSON. Well, thank you, Mr. Chairman.
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Just a couple of brief observations and one question. One is that
I share Senator Bond’s enthusiasm for trying to ramp up the tuto-
rial access and activity that goes on in the country. We have the
ESEA on the floor of the Senate, perhaps, this week. And one of
the components is likely to be under the Department of Education
is an effort to expand opportunities for tutoring. And I would hope,
at some point, that there might be a linkage of some sort between
our volunteer efforts and what we are trying to do through the De-
partment of Education.

Second, on the digital divide issues that Senator Mikulski has
brought up, I applaud the work that you are doing. It does come
to mind that there are a number of States, no doubt, including my
home State of South Dakota, where there is a teacher training pro-
gram and there is a program going on.

And I do have some interest in whether there is any effort ever
to coordinate these efforts, relative to computer capabilities. And
that is a question that comes to mind.

The larger question—is—and Senator Mikulski alluded to it. I
am new to this subcommittee, new to the committee, and I may be
a little slow here, but I need a little bit of a walk-through here.
Your budget was reduced by $46 million.

You have another $35 million committed to two new programs,
for a total of $81 million. We are being told that is of no con-
sequence, because of the zero growth in the out-years, and you are
going to draw down on reserved trust dollars.

I need you to walk through it in a little more detail what it is
that is being done with the $81 million. And particularly, enlighten
me a little bit about the nature of this reserve fund. I also have
a little bit of—a red flag goes up in the back of my mind when peo-
ple talk about drawing down reserve funds.

In some cases, that might be a very appropriate and necessary
thing to do, but in others, it is sort of a short-term stopgap funding
strategy that may not be of long-term wisdom.

And so, I would like you to walk through a little bit more for me,
as a new member, why it is that we can take an $81 million drain
out of your Corps programs and—have no consequence.

DETAILED EXPLANATION OF TRUST FUND FINANCING

Ms. ZENKER. First, I do want to provide some additional detail,
but may I also offer that we will come up and brief you and your
staff, and—as well as Senator Mikulski and Bond, in terms of the
details of this.

We have a lot of data that supports the proposal that we are
making in this budget. And it backs up the number of members
that we have and who have served—completed servers who are
drawing down their award. And we now have 6 or 7 years of his-
tory that permit us to make some better estimates going forward,
but that’s my first offer.

We would very much appreciate the opportunity to come up and
share with you, in detail, what these numbers look like. But in
terms of a little bit more information, right now, the Congress has
appropriated, in years past, money that specifically goes into a
trust fund. And that trust fund pays for the education awards of
AmeriCorps members who complete their term of service, and then
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have 7 years after the end of their term of service to draw down
that education money.

Many—most—you know, 78 percent of them, we expect, will use
that money that they have earned through their AmeriCorps serv-
ice, but there are a percentage that will not use that money. At
some point, we will have a full 7-year history of that first class,
and then we will have the 7-year history of the second class, that
will permit us to much more accurately give you a final number
that says, “We expect 78 percent or 79 percent or 75 percent of
members to use their education award money.”

But based on that final actual number, there is somewhat of a
reserve that exists in the trust that says, you know, if it is 92 per-
cent that use it, versus 70 percent, we can have a swing that goes
this way or that way. So, that reserve is one piece of the estimate.

The second piece is, indeed, this change and what our out-year
projections look like. Right now, we are looking at 50,000 members
for the next 10-year period. That is how the budget is built. In
years past, we have come before you and we have been proposing
a 62,000 corps size, leading up to and 85,000 corps size, to ulti-
mately 100,000 members per year. That change in future growth
patterns has an impact on our needs.

There is a third aspect, and that is how we credit the interest
that would be earned on that principal amount that is in the trust.
In years past, we credited that interest that would be earned in the
year in which we were going to come to you and ask for an appro-
priation.

In looking closely at the trust this past year, we went to OMB,
and we asked them to look at our methodology and we asked them
to look at our model, and they came back and told us that there
was a better way for us to do that and a more appropriate way.
And that is to say that the interest on monies that you have al-
ready appropriated to us, should be credited in the current year,
so that if we were to earn $10 million in interest on an appro-
priated amount, already appropriated, instead of popping that $10
million into each of the out-years, we are grabbing it all now and
putting it into this current year, which is why we do not need a
new—for those three reasons, why we do not need new appropria-
tions this year.

When we come to you next year, and if the President is pro-
posing an AmeriCorps program next year, in the 2003 budget, of
whatever size, we will be asking for a new appropriation for the
trust at that time. This is not—this is a correction that we are
making now, but not one that would continue, obviously, for years
into the future.

So, next year, if we come with AmeriCorps members, we will be
asking for an appropriation for the trust.

I do—I know that there is a lot of information there. And I am
not, by far, the best person to necessarily explain it, but we are
more than happy to come up with the data that backs up these
statements and share it with you.

Senator JOHNSON. I appreciate those observations and I look for-
ward to working with you and your staff. And I am on a steep
learning curve in my own part and so is my staff. We look forward
to working with you on your budget numbers.
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Thank you.
ADDITIONAL COMMITTEE QUESTIONS

Senator BOND. Thank you very much, Senator Johnson. And
thank you, Ms. Zenker. And we will now move to the second panel.

Ms. ZENKER. Thank you, Senator Bond.

[The following questions were not asked at the hearing, but were
submitted to the Corporation for response subsequent to the hear-
ing:]

QUESTIONS SUBMITTED BY SENATOR CHRISTOPHER S. BOND
COORDINATION WITH OTHER ORGANIZATIONS

Question. The Corporation funds a number of different organizations that serve
at-risk youth. I am concerned, however, that there may be some duplication and
would like to hear any thoughts you may have on how to better coordinate these
activities and how we can address this issue in appropriations and the reauthoriza-
tion process.

Answer. Within the Corporation programs in each state, we do not believe that
there is any overlap. The National and Community Service Act of 1993 that author-
ized the Corporation for National Service gave it a decentralized and devolved struc-
ture for administering the AmeriCorps program. In the AmeriCorps*State program,
governor-appointed state commissions select local nonprofits and small community-
based organizations, including faith-based organizations, for participation in
AmeriCorps. This structure allows states to target AmeriCorps resources to the
areas of greatest need in the state or to select the best organizations in the state
to receive funding. A state commission stands in a better position to make that de-
termination than a Federal agency in Washington.

The commission structure ensures against the duplication of efforts in program
selection. States face so many demands in a number of areas that can be addressed
by AmeriCorps service that as a commission reviews applications, it is often in the
state’s best interest to spread Corporation resources to address as many community
needs as possible. Commissions often choose one organization statewide to provide
at-risk youth mentoring and another organization to focus on literacy.

Commissions also have the flexibility to target resources at one particular commu-
nity need. A governor may decide to make helping at-risk youth the focus of
AmeriCorps in the state. The state commission would choose a number of nonprofits
in the state to provide those services as part of AmeriCorps, but it can distribute
those organizations throughout the state so that no organizations overlap in the
same city or geographical region of the state. We have found that the commission
structure has successfully avoided the duplication of efforts across a state.

The Corporation also has the National Direct grant program that provides fund-
ing to national nonprofits to operate AmeriCorps programs in more than one state.
These national nonprofits, such as Habitat for Humanity, the American Red Cross,
and the United States Veterans Initiative have the expertise and the ability to ad-
minister large service projects.

National Direct grantees, like state commissions, work to avoid duplication of ef-
forts as well. For example, the Habitat for Humanity parent organization is a Na-
tional Direct grantee, sending AmeriCorps members to Habitat projects in more
than one state. At the same time, local or state-based Habitat affiliates may receive
AmeriCorps*State funding through a state commission. The parent organization
does not operate sites in states where the state commissions have given a grant to
a local Habitat affiliate. And, National Direct applicants are required to share their
applications with the state commissions in which they are planning to operate. This
gives the state commissions notice about what National Direct grantee affiliates will
not need AmeriCorps*State funding.

Again, the Corporation’s structure and internal procedures help to avoid duplica-
tion of programmatic efforts for grantees in a given state. If the question is more
concerned with the programs affecting at-risk youth across the federal government,
we would be happy to enter into a dialogue with the Subcommittee about any per-
ceived overlap and duplication. In general, we are the only federal agency funding
service activities, as authorized under national service legislation, that involve at-
risk youth. Other federal funding is often provided to these nonprofit and public or-
ganizations for other purposes.
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NATIONAL SERVICE TRUST

Question. In the past, the Corporation has argued against proposals to rescind
funds from the National Service Trust. Now the Corporation is stating that no new
ﬁuthority is needed to fund Trust Fund costs associated with new AmeriCorps mem-

ers.

What assumptions is the Corporation using to request funding on an annual basis
and what is their reliability? Has there been an independent review of these as-
sumptions? Have the auditors looked at these assumptions?

Answer. In the past, the Corporation’s budget request for the National Service
Trust, and the AmeriCorps program as a whole, reflected a proposal for significant
growth in the number of members, both in the year of the budget request and in
the succeeding fiscal years. The current budget proposal supports the same level as
in the prior year. There is no anticipated growth in the out years.

In determining annual funding requirements for the Trust, the Corporation re-
views and considers:

—The size of the AmeriCorps program approved by Congress in prior years and

the program request in the current budget year.

—The anticipated enrollment levels in the programs in which AmeriCorps mem-

bers serve.

—The anticipated completion rates of members who enroll.

—The anticipated education award amounts earned by members who complete

service.

—The anticipated amounts used by members who earned awards.

In addition to these program data, the Corporation reviews the balances in the
Trust and the anticipated interest earnings in the Trust over the period during
which members may use earned awards.

These data, and other information, are incorporated into a model that examines
the impact of these variables on Trust Fund requirements. The data used to produce
the estimates for these variables are based on historical experience. For many of
these variables—specifically enrollment, completion rates, and amounts earned—the
historical experience has proven to be reliable for estimating future requirements.
The Corporation reports on these historical data in its annual performance report
as required by the Government Performance and Results Act. For example, in the
latest performance report the Corporation showed historical data over a six-year pe-
riod concerning enrollments, completion rates, and amounts earned by members.
Further, total outlays projected in the model have been very consistent with actual
experience. In general, interest earnings have also tracked well with estimates.

There is one major factor used in developing estimates for which the historical
experience is incomplete. AmeriCorps members have seven years from completion
of service in which to use their award. All members in the first class have yet to
complete this seven-year period; in fact, the first class will not complete this period
until the end of fiscal year 2002. Therefore, the Corporation’s estimates of amounts
used are based on behavior over a five-year period and assumptions of future behav-
ior in years six and seven. The Corporation has estimated that an additional ten
percent of awards earned will be used in years six and seven beyond the period of
service, bringing the total usage of awards earned by the first class to 78 percent.
The original estimates of use for years 1 through 5 have proven reliable. There is
also remarkable consistency in actual usage in the initial years across several class-
es of AmeriCorps members. Nevertheless, the unique nature of the AmeriCorps pro-
gram and the period of availability of the award means that the estimates for years
six and seven may well require changing once we have the benefit of an additional
two years of actual experience.

Occasionally, the Corporation performs sensitivity analyses to determine the im-
pact on the Trust in behaviors that vary from the estimates in the model. The re-
sults of these sensitivity analyses show that the variable with the largest impact
on Trust Fund requirements is the amount of the earned awards that is used by
members for education purposes. Other variables, such as enrollments, completion
rates, and interest rates, have less of an impact.

Concerning an independent review of the model, last year we asked staff in the
Office of Management and Budget (OMB) to review the model and the basis for de-
veloping budget requirements under the National Service Trust. After conducting
that review, OMB staff suggested a change to the budgeting approach. They rec-
ommended that the Corporation include future interest earnings over the period
when the education award will be used by members to determine the requirements
for new budget authority to cover the cost of members included in the program
budget for fiscal year 2002. This is done by estimating the amount to be paid out
in each of the seven years the award is available and discounting it to its net
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present value. In the past, the Corporation had applied those future interest earn-
ings to program requirements in future years. The Corporation made this change,
as recommended by the Office of Management and Budget, in determining require-
ments for the fiscal year 2002 budget. This change is another reason the estimates
of need are reduced from the estimates made in prior years.

In addition, the auditors have reviewed the Trust Fund on an annual basis for
purposes related to the audit of the Corporation’s financial statements. Included in
those statements is the liability associated with anticipated amounts earned and
used by members who have either completed or entered service. This liability esti-
mate is determined using the same variables and estimating model that are used
for estimating future budget needs. The auditors have opined that the Corporation’s
liability estimate is fairly stated for the past three fiscal years. To the best of our
knowledge the auditors have not reviewed these factors from the perspective of set-
ting future budget requirements for the National Service Trust. The Committee has
asked the Office of the Inspector General to conduct such a review and to report
back to the Committee.

We will continue to update the historical information used to estimate future re-
quirements for the Trust. We also welcome independent reviews that will help
strengthen the ability to predict requirements.

We have reviewed our requirements for 2002 and have determined that no new
authority is needed for the class of AmeriCorps members that is being supported
in the 2002 program budget. Future Trust Fund appropriations will be needed in
fiscal year 2003 and beyond, but exact amounts are dependent on Congressional and
Executive Branch decisions about the size of the AmeriCorps program and further
adjustments to the data in the model resulting from additional year(s) of historical
experience.

NEW INITIATIVES

Question. The new Silver Scholarships and Veterans Mission for Youth programs
would be administered by the Corporation as competitive grants.

Do you have the program capacity to run these two new programs on top of the
Corporation’s current responsibilities? What sort of outcome measures will the Cor-
poration establish to ensure that these programs are performing?

Answer. The addition of approximately 150 new grants will be easily managed.
When compared to the total grants and agreements managed by the Corporation,
these 150 new grants represent an increase of less than five percent. The task will
be further facilitated by the new grants management system scheduled to be
launched in the spring of 2002. The new grants management system will allow the
Corporation to review and award grants online, significantly enhancing the adminis-
tration of all grants.

Consistent with all of its programmatic activities, the Corporation has established
preliminary outcome indicators to serve as measures of success for the Silver Schol-
arships and the Veterans’ Mission for Youth Program. The Corporation will monitor
its progress toward these outcome measures, and the results will be reported to the
Congress as part of the Corporation’s annual Performance Plan, as required by the
Government Performance and Results Act (GPRA), beginning in 2002.

The outcome measures as proposed in the Corporation’s fiscal year 2002 Budget
Proposal are as follows:

Silver Scholarship Program

Indicator 1: The number of senior volunteers earning scholarships. Target: 10,000
senior volunteers.

Indicator 2: Number of Silver Scholarship grants funded. Target: 60 grants.

Indicator 3: Benefits to children tutored and mentored, in improved reading skills
and reductions in risk behaviors. Target: To plan a research agenda focused on
measuring these benefits to children.

Veteran’s Mission for Youth Program

Indicator 1: The number of veterans or retired military personnel enrolled. Target:
15,000 veterans or retired military personnel.

Indicator 2: Number of Veteran’s Mission for Youth Program grants funded. Tar-
get: 100 grants.

Indicator 3: Benefits to children tutored and mentored, in improved reading skills
and reductions in risk behaviors. Target: To plan a research agenda focused on
measuring these benefits to children.

In addition, the Corporation may adopt short-term accomplishment measures that
could include the following: (A) Number of children tutored and/or mentored; (C)
Number of Silver Scholarships earned; (D) Number of schools, community-based or-
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ganizations, or other service agencies able to expand resources available to help chil-
dren through the Silver Scholarship and Veteran’s Mission for Youth Programs.

FAITH-BASED INITIATIVE

Question. President Bush has emphasized a vision of government where this Ad-
ministration will expand opportunities to faith-based organizations, charities and
community groups to help people in need. National Service already looks to these
types of organizations to partner with in helping people in states and localities.

Are you looking to further emphasize partnering with faith-based organizations
and in what way?

Answer. Since its inception, the Corporation for National Service has partnered
with faith-based organizations, charities and community groups to help people in
need. In response to the President’s vision, the Corporation is exploring ways to ex-
pand its outreach to faith-based and small community-based organizations inform-
ing them of the existing resources and opportunities available. The Corporation re-
cently held a focus-group discussion with 16 diverse leaders of faith-based and small
community-based organizations from across the country to identify existing barriers
and to facilitate access to Corporation resources.

In the next 90 days, the Corporation plans to create a technical assistance/re-
source capacity designed to provide support to faith-based and community-based or-
ganizations seeking resources to meet community needs. The Corporation further
anticipates that state and local entities that receive Corporation funds will continue
to partner with and involve small community and faith-based organizations in help-
ing to meet needs in local communities, and that these entities will pursue opportu-
nities to expand such involvement. We intend to help promote these developments.

REPORTING THE FULL COST OF CNCS PROGRAMS

Question. GAO reports have indicated that the Corporation lacks reliable cost in-
formation for some of its programs which hampers analysis of the true cost of its
programs.

Do the Corporation’s efforts in developing cost accounting information extend to
gathering the information from its grantees that would provide reliable expenditure
and cost data for all of its programs and operations?

Answer. Momentum Financials, the financial management system implemented at
the end of fiscal 1999 and in use by the Corporation, has the capability to capture
information on the full cost of Corporation programs, including grantee information
by program. During fiscal 2000, the Corporation developed a cost accounting appli-
cation that is integrated with Momentum in order to utilize Momentum data to de-
termine the full cost of its major programs.

The Corporation oversees three national service programs:

—AmeriCorps is the national service program that engages thousands of Ameri-
cans of all ages and backgrounds in full-time and sustained part-time commu-
nity service and provides education awards in return for such service.

—The National Senior Service Corps is a network of more than 500,000 people
age 55 and older who participate in the Foster Grandparent Program, the Sen-
ior Companion Program, and the Retired and Senior Volunteer Program. These
programs tap the experience, skills, talents, and creativity of America’s seniors.

—Service-Learning supports and promotes service learning in schools, univer-
sities, and communities. Through structured service activities that help meet
community needs, more than 750,000 students improve their academic learning,
develop personal skills, and practice responsible citizenship.

In accordance with federal cost accounting standards, these programs have been
designated as the Corporation’s “responsibility segments.” Cost information by
grantee for each of the above programs is captured through the use of individual
grant numbers and grantee names and codes. Every Momentum cost entry by grant-
ee (whether based on a financial status report or an electronic drawdown through
the Health and Human Services Payment Management System) includes the pro-
gram or purpose of the expenditure; this information is captured through the use
of three digit purpose codes. This information, coupled with a reasonable allocation
of program operation costs, allows the Corporation to provide the full cost by major
program. Beginning with fiscal 2000, information on cost by major program is in-
cluded in the Corporation’s annual report.

We believe that the new grants system, when fully developed, will facilitate the
reporting of financial information from grantees for all programs.

In addition to these expenditure data, the Corporation provides information on an
ongoing basis to the Congress on the budgeted costs of members in all national serv-
ice programs, including AmeriCorps. The General Accounting Office has reviewed
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and verified these data, and reported them most recently to the Congress in a Feb-
ruary 2000 report entitled “National Service Programs Two AmeriCorps Programs’
Funding and Benefits.” In that report, the General Accounting Office reported the
Corporation’s budgeted funds per AmeriCorps*State National Participant for Pro-
gram Year 1998-99 as $14,857 (p. 9). The report also noted that “Job Corps CCC
Is More Costly Than AmeriCorps*NCCC” (p. 11), and that “military enlistees re-
ceive higher benefits than AmeriCorps participants” (p. 13).

In the Corporation’s response to that report, we noted that the General Account-
ing Office documented reductions in budgeted funds per participant. GAO further
found that the budgeted cost per member in the state and national programs to be
in line with, and indeed ahead of, the schedule to meet an overall AmeriCorps tar-
get of $15,000 in average budgeted cost for the program year 1999-2000. Since that
report, the Corporation has met the target established for fiscal year 1999.

PERFORMANCE REPORTING

Question. The Corporation’s GPRA report includes an impressive amount of data.
Your report indicates that the Corporation has a strategy for monitoring coverage
that includes site visits, program evaluations and audits.

I am curious to know, however, how reliable this information is at this point.
Please provide additional information on your strategy and what was done in fiscal
year 2000 to ensure that the information was reliable.

Answer. The monitoring strategy employed by the Corporation has four compo-
nents: (1) the State Administrative Standards Project, (2) a national monitoring
plan and procedures followed by the program office, (3) pre-audit surveys of State
Commissions by the Office of the Inspector General, and (4) reviews of additional
information sources.

State Standards Project

In fiscal 2000, the Corporation continued and expanded its initiative to set admin-
istrative standards for state commissions on service. The State Administrative
Standards Project helps the Corporation assess and expand the capacity of state
commissions to administer federal funds in a responsible manner. The Corporation
awards funds to state commissions for developing and supporting national service
within the state. The state commissions must administer statewide grant processes,
monitor programs, provide training and technical assistance, and serve as liaison
between the Corporation and the local programs. The State Administrative Stand-
ards seek to communicate what the Corporation expects of state commissions. The
standards were developed to serve as an effective and consistent tool for the Cor-
poration to assess state commission administrative systems.

The first four of the 11 standards cover issues related to monitoring of sub-grant-
ees: 1. Conducts proper grant processes; 2. properly monitors programs and ensures
compliance; 3. properly monitors member records; and 4. reports properly to the
Corporation for National Service.

The standards review process has three stages. First, a state commission com-
pletes a self-assessment using the Standards tool. The self-assessment helps the
commission gain a realistic view of its own administrative systems. Second, a six-
person review team spends one week at the commission conducting the formal
standards assessment. When the review is complete, there are two products. One
product is a technical assistance plan created in collaboration with the state com-
mission and supported with financial resources from the Corporation. The plan will
help the state commission meet any standards it has not yet met. The second prod-
uct is an assessment by Corporation staff that, along with other considerations, de-
termines eligibility for competitive and special initiative money and similar discre-
tionary resources.

To date Corporation staff have performed 15 State Commission site visits using
the State Administrative Standards and have issued 11 final reports. The current
schedule calls for 14 reviews in fiscal 2001. Over the next two years, the remaining
states will participate in a State Administrative Standards assessment. The Cor-
poration is committed to helping all state commissions reach the level of operation
described in the State Administrative Standards. The Standards will help the Cor-
poration devolve more of the implementation of national service to the state level
as the administrative capacity of state commissions increases.

National Monitoring Plan and Procedures

The AmeriCorps*State and National program office developed a formal monitoring
plan for program year 1999-2000 (corresponds approximately to fiscal 2000) to
apply to national direct grantees and state commissions. The plan consists of a risk
assessment based on previous experiences with the grantees and certain risk fac-
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tors. Priorities are assigned based on the risk assessment assigned to each grantee.
The formal plan is an extensively detailed document. We welcome the opportunity
to brief Subcommittee staff on this material.

Pre-Audit Surveys of State Commissions by the Office of the Inspector General

To date, the Corporation’s Office of the Inspector General has conducted 37 pre-
audit surveys of the state commissions. These pre-audits cover the Commissions’
systems for administering their AmeriCorps grants, including these factors: (a) the
process followed for selecting subgrantees, (b) control processes for administering
grant funds, (c) controls for monitoring and evaluating subgrantees, and (d) controls
on training and technical assistance. The results of these audits are shared with the
CEO, the head of AmeriCorps, and the state commission.

Review of Additional Information Sources

In addition to the Standards Assessments and monitoring visits, the program of-
fice reviews grantee progress reports and financial status reports on a regular basis,
noting anomalies and conditions that might result in the assessed risk of a grantee.
Also, program officers are to be alerted by the Corporation’s technical assistance
providers and evaluation research contractors if they identify cases of waste, fraud,
or abuse during the conduct of their work assisting and researching the AmeriCorps
programs.

Question. Just what does it mean (and how reliable are the numbers) when the
Corporation reports

—that close to 500,000 students were taught? Taught what and for how long—

}ﬁours, ]days, a full year? [See page 13 of the CNS fiscal year 2000 Performance
eport

—that the NCCC assisted 55,000 veterans and senior citizens? Assisted how?

[page 25]

Answer.

500,000 Students

The Corporation collects information about program activities and results from a
variety of sources, using many methodologies. The statistic “500,000 students were
taught” comes from the 1999-2000 Annual Accomplishments Review of AmeriCorps
State/National. The response rate to the survey is 80 percent.

Accomplishment review data are self-report data collected by the local
AmeriCorps programs during the course of their program year and, in 1999-2000,
reported to the Corporation via either paper or electronic forms. The programs are
provided with lists of potential accomplishments from which they select those that
best describe their effort during the program year. For each accomplishment cat-
egory, the program indicates the beneficiary and the accomplishment type (for ex-
ample, students taught, students tutored, adults provided job counseling, etc.) and
provides a quantitative measure of their activity.

Over the four AmeriCorps issue areas there are about 125 separate categories of
accomplishments, including open-ended categories that permit programs to report
accomplishments not currently enumerated. Regarding direct services in education,
for example, the form distinguishes between student taught, students tutored, stu-
dents mentored, students counseled, students provided other enrichment activities,
and several others. Consequently, programs are able to report a type of accomplish-
ment that accurately describes their efforts.

An independent research firm, under contract to the Corporation, reviews the
data. Once report forms are received they are subjected to a variety of data checks
to determine that the data reported are within reasonable ranges, for example, that
the number of AmeriCorps members serving could have reasonably provided the ex-
tent of services being reported. Programs that report out-of-range data are contacted
and the contractor assists the program in reporting their information more accu-
rately. Typically, mathematical and typographic errors account for out-of-range re-
ports.

Requesting details of all the accomplishments reported would constitute an unrea-
sonable reporting burden in the Corporation’s view. In the case of the accomplish-
ment to which the Senator referred, we have the following additional details. Two-
hundred twenty-two AmeriCorps State/National programs reported teaching in kin-
dergarten, Head Start, or grades 1-12. This category is distinct from tutoring. About
80 percent of responses indicated teaching in multiple grade levels, although two-
thirds reported some teaching in kindergarten and Head Start.

About one-third of those reporting indicated the subject matter they taught. Mul-
tiple subject matter responses were permitted. Of those reporting, 45 percent re-
ported teaching reading, almost a third indicated mathematics instruction and
roughly a fifth, science. Other subjects taught included music, art, social studies,
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and the environment. Details regarding the intensity or duration of instruction were
not requested.

Beginning in 2000-2001, accomplishment data will no longer be collected via a
separate data collection, but will be incorporated into the semi-annual progress re-
ports provided electronically by the Corporation’s grantees. This revision to the data
collection process should permit the agency to determine further details about spe-
cific accomplishments from particular grantees.

AmeriCorps*NCCC assisted 55,000 veterans and senior citizens

Every project completed by AmeriCorps*NCCC teams has a Project Completion
Report, which is signed by the NCCC Campus Director and the project sponsor, who
is usually a community member associated with the organization sponsoring the
service activity with NCCC. The Project Completion Report details the work accom-
plished in the course of the project. This report is filed with headquarters in
hardcopy at the same time that the campus enters the accomplishment data into
the AmeriCorps*NCCC Project Database. Aggregate statistics on accomplishments
are prepared in Washington. The database has a coding system that permits the
quantification of every area of service in which NCCC members engage. In the case
of the assistance to 55,000 veterans and senior citizens, this datum was the aggre-
gate results of 19 service projects in fiscal 2000. The members painted and made
other repairs to senior citizens’ homes and other senior service facilities. They also
distributed clothing and meals and provided job training, medical care, and other
services to homeless veterans.

Question. What are the five most important performance measures that the Cor-
poration reports?

Answer. Taking into consideration that we have several components in our per-
formance measuring system, we can address your question in two ways.

First, the Corporation believes and states in its annual performance report that
the most important measures of program performance are those determined through
independent program evaluations and through our accomplishment reports. It is
through these studies that the results of service by AmeriCorps members in terms
o}f1 benefits to the American people are being documented. In 2000, we have learned
that:

—Students participating in AmeriCorps tutoring programs improved their reading
performance from pretest to post-test more than the gain expected for the typ-
ical child at their grade level. The executive summary of this report is attached
(Abt Associates 2001).

—AmeriCorps members (1) recruited or trained 32,900 tutors, (2) placed 14,000
homeless people in transitional or permanent housing, (3) engaged 72,200 stu-
dents in violence avoidance activities after school (Aguirre International 2000).

Second, looking only at the performance indicator portion of our performance
measurement system, we would identify the following as the “most important” indi-
cators for fiscal 2000:

1. Number of members enrolled in AmeriCorps*State and National.—This measure
shows enrollment levels in the largest component of AmeriCorps, the State and Na-
tional Program. In program year 1999, which corresponds generally with fiscal 2000,
AmeriCorps*State and National programs enrolled 35,319 members.

2. Percent of [AmeriCorps*State and National Members] members who complete a
term of service and become eligible to receive an education award.—This measure
shows how AmeriCorps is expanding educational opportunity. It is the rate at which
members successfully earn the education award. Three out of four members ending
their term of service in fiscal 2000, 75.4 percent, qualified for an education award;
thus the Corporation’s 75 percent goal was met. In the six years of full program op-
eration, 1995-2000, the completion rates for AmeriCorps*State and National have
ranged between 74 percent and 78 percent.

3. Number of State Commissions reviewed for compliance with the national state
administrative standards.—This measure is discussed earlier, in the response to the
question concerning monitoring strategies.

4. Number of students in projects supported by Learn and Serve America.—In fis-
cal 2000, the Corporation funded 106 school-based and community-based programs
and 68 higher education programs. Service-learning programs supported by the Cor-
poration with the fiscal 1999 appropriation enrolled approximately 1,188,000 partici-
pants in fiscal 2000.

5. Audit opinion for fiscal year financial statements.—Fiscal 2000 was a landmark
year for the Corporation—for the first time it received an unqualified opinion on its
consolidated financial statements. This achievement resulted from a commitment to
strong management control and accountability for financial resources.
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PROCUREMENT

Question. In the past, the Inspector General has added an additional material
weakness to the list when she has testified before this Subcommittee. It is my un-
derstanding that once again in fiscal year 2000, the OIG assessed the Corporation’s
procurement operations and concluded that they remained materially weak and vul-
nerable to fraud and mismanagement.

What actions has the Corporation taken to correct this situation? Who is being
held accountable for the lack of progress is resolving these conditions?

Answer. In June 2000, the OIG completed work on a follow-up audit of the Cor-
poration’s Procurement Operations. The report noted that many improvements had
been made in the Corporation’s procurement operations, but also identified several
instances where an error had been made in some aspect of the procurement process.
While these types of procedural errors are not unusual in procurement offices that
must deal with over 1,500 pages of guidance in the Federal Acquisition Regulation
(FAR) alone, they are neither egregious nor indicative of fraud, waste, or abuse.
They are, simply, mistakes. None of the errors found, taken alone or in the aggre-
gate, could result in a material loss to the Corporation. It is also important to note
that the auditors found no instances of fraud, waste, or abuse.

The Corporation agrees that the errors identified in the audit report warrant
management’s attention and corrective action, which it has taken action to improve
the procurement operation. However, they simply do not rise to the level of signifi-
cance that the procurement operation should be deemed materially weak.

QUESTIONS SUBMITTED BY SENATOR BARBARA A. MIKULSKI
KEEPING NATIONAL SERVICE STRONG UNDER THE NEW ADMINISTRATION

Question. Please explain the rationale for not maintaining the previous Adminis-
tration’s goal of 100,000 AmeriCorps slots per year by 2004?

Answer. Among the 15 priorities listed in the President’s Budget, as described in
A Blueprint for New Beginnings, is the promotion of service and volunteerism. The
President has allocated additional resources in support of this goal, particularly to
promote additional opportunities for service by the Nation’s seniors.

With respect to AmeriCorps, the budget maintains support for 50,000 members,
the same level as in the prior year. We believe this to be a significant commitment
to national service, continuing a level approved by Congress on a bipartisan basis
in fiscal years 2000 and 2001.

The President’s overall budget for fiscal year 2002 does set limits on the growth
of overall discretionary spending. Growth is moderated from the recent trend of
more than six percent to four percent. It is within that context that the budget for
AmeriCorps was determined. Decisions on the size of AmeriCorps in subsequent
years will be determined in future budgets.

Question. How can the 2002 AmeriCorps request, which is only $7 million above
last year’s level, maintain the commitment to existing AmeriCorps State and Na-
tional programs while also funding Education Award Grants and AmeriCorps Prom-
ise Fellowships at $14 million as proposed in the budget request?

Answer. The AmeriCorps grants budget is a $7 million increase above the prior
year level. As you point out, that amount includes the transfer of two programs from
the Innovation and Assistance category—Education Award grants and AmeriCorps
Promise Fellowships. We are proposing these transfers because these programs are
part of AmeriCorps, and the transfer will enable state commissions and national di-
rect organizations to make decisions about which component of AmeriCorps works
best for them. Under the current arrangement, where components of AmeriCorps
are funded under different activities, the Corporation must restrict the ability of
state commissions and national direct organizations to choose among the different
components of AmeriCorps.

A critical part of the budget is the appropriations language that will permit the
transfer of these programs while continuing the flexibility necessary to carry them
out. Specifically, the appropriations language transfers the authority of these pro-
grams to subtitle C of the National and Community Service Act without subjecting
organizations to the administration cost, matching fund, and participant benefit re-
quirements of this subtitle. AmeriCorps Promise Fellows and Education Award pro-
grams will continue to operate exactly as they do today.

We are currently spending approximately $11 million in those programs—$6 mil-
lion for Promise Fellows and $5 million for the Education Award program. Our 2002
budget proposes up to $14 million, because we thought it important to give states
and communities some flexibility in which part of AmeriCorps they wish to use. For
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example, under this approach a state commission will be able to allocate additional
funds for the Education Award program while reducing amounts requested in the
other components.

You are right when you say that we are only transferring approximately $7 mil-
lion to cover the costs of these two programs while we are currently spending about
$11 million. However, we think that the national service field can absorb about $4
million between fiscal years. Each year some programs do not spend up to their full
budget amount, and that carry-over is available in the next year. We believe that
the $4 million will be available from carry-over, and therefore there will not be any
negative program impact.

Question. Will this require cut-backs in existing AmeriCorps programs?

Answer. No. Cut-backs in existing AmeriCorps programs are not required.

Question. If so, does the Corporation intend for these cuts to be in State or Na-
tional programs?

Answer. As noted above, we do not believe that any cut-backs in existing
AmeriCorps programs are required under the President’s Budget. In total, the Presi-
dent’s Budget for fiscal year 2002 will support 50,000 AmeriCorps members, the
same level as in the prior fiscal year.

DIGITAL DIVIDE/E-CORPS

Question. How will the Corporation spend the $25 million provided in fiscal year
2001 for E-Corps?

Answer. The Corporation has not yet concluded its grant cycles for fiscal year
2001 and would be pleased to provide a full report once all grant decisions have
been made. To date, the competitive grants submitted by state commissions resulted
in $10 million being approved for activities to address the digital divide. This
amount does mnot include AmeriCorps*State formula submissions and
AmeriCorps*National Direct grants, which are under review. We expect all three
categories of grants to support activities to address the digital divide.

The following represent some of the current activities being conducted to address
the digital divide:

—Train teachers on the identification, integration and use of technology in their

curriculum, and provide technical assistance to teachers in the classroom.

—Train youth in computer skills and Internet usage for education, communica-
tion, and career development.

—Train adults and community residents in technology so that they may find em-
ployment.

—Assist in developing technology plans for schools and community centers.

—Provide training and technical support to nonprofit organizations in the use of
technology.

In addition to these activities and those supported under Learn and Serve Amer-
icia,d Corporation resources in support of activities to address the digital divide in-
clude:

—AmeriCorps*VISTA.—Involved in assessing technology needs, developing and
implementing technology plans, mobilizing and securing resources, designing
training programs, and providing technical assistance. Projects include Team
TECH, Next Day, NetDay, LATTICE, and PowerUP. With the exception of
NetDay, most of the projects are community-based.

—AmeriCorps*NCCC.—The NCCC is currently working in schools, YMCAs, and
Boys and Girls Clubs across the country performing tasks related to bridging
the digital divide. NCCC support includes assisting in the wiring and rehabili-
tation of sites for the use of computers, teaching students how to use computers,
contributing to the technology training of teachers, tutoring students in various
subjects on computers, and conducting outreach for volunteers in the commu-
nity to assist the program following the departure of the team. NCCC is able
to adjust its schedule to meet the needs of the community and can provide as-
sistance before and after school, during school hours and on the weekends.

—Senior Corps.—Senior Corps programs are engaged in assisting other older
adults with understanding and using technology; helping projects build their ca-
pacity to utilize technology, e.g., listservs; and training volunteers on computers
to help children.

—DigitalConnections.—DigitalConnections is a cross-stream national service dis-
cussion forum for programs addressing and narrowing the digital divide. It is
provided to this new and growing category of programs to enable their staff and
members to share information and seek advice from their peers. The purpose
of this listserv is to exchange ideas, information, and resources related to imple-
menting technology-based service projects.
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Question. Can the Corporation quantify how many volunteers we’ve had in digital
divide programs?

Answer. Once the fiscal year 2001 grant cycles are completed, we will be able to
identify the number of AmeriCorps members supporting digital divide activities. We
will also be able to determine the number of uncompensated community volunteers
recruited by the AmeriCorps members to assist in digital divide activities. Under
Learn and Serve America, for grants made specifically for that purpose, we will
quantify the number of student volunteers.

In fiscal year 2000 the Corporation conducted a specific Notice of Funds Avail-
ability (NOFA) for digital divide programs and funded 30 AmeriCorps*State and
National programs at an aggregate of $9 million to support over 1,100 members.
Learn and Serve America made eight grants totaling approximately $2,925,000 for
K-12 School-based digital divide grants awards from fiscal year 1999 and fiscal year
2000 grant funds. At the time of award, the 8 Learn and Serve America applicants
planned to make 41 subgrants that would involve 4,603 student participants. We
will have the totals for fiscal year 2001 grants by September of this year.

Question. Can the Corporation quantify digital divide awards and what they usu-
ally pay for—teacher training, student training, equipment, etc? How much in each
category?

Answer. Grantees have identified the primary activities they will undertake in
order to address the digital divide. They are not required, however, to report finan-
cial information against each individual activity.

Once the fiscal year 2001 grant cycles are completed, we will analyze the activi-
ties and budgets and estimate amounts by category, if feasible.

Question. What criteria does the Corporation use when deciding which digital di-
vide programs to fund?

Answer. The Corporation uses the criteria adopted by its Board of Directors that
has three major categories: Program Design, Organizational Capacity, and Budget/
Cost-Effectiveness. Under Program Design, the criteria include getting things done,
strengthening communities, and member development. Detailed expectations are
provided under each of these subcategories. The NOFA also provided explanatory
language and examples of activities.

Question. Does the Corporation place a high emphasis on programs that teach
teachers technology, specifically those that will “institutionalize” technology, so that
we are creating a legacy of technology empowerment that lasts long after E-Corps
members move on?

Answer. A major component of all national service programming is institutional-
ization and sustainability. This is an explicit criteria used to evaluate applications,
and it is of major importance in our digital divide programming. There are many
ways to accomplish sustainability; one of them is the teaching of technology to
teachers, and that is part of our programming strategy.

Question. What percentage of digital divide proposals submitted to the Corpora-
‘Eiond a})re: actually funded? are worthy of support but are declined due to lack of
unds?

Answer. In fiscal year 2000, we received 44 applications for AmeriCorps*State/Na-
tional and 23 applications for Learn and Serve requesting over $27 million in funds.
Thirty AmeriCorps*State/National programs and 8 Learn and Serve programs re-
ceived funding, totaling $12 million. Hence, we funded 57 percent of the organiza-
tions requesting funds and 44 percent of the amounts requested.

In general, throughout our history, including the digital divide competitions, we
are unable to fund all programs worthy of support. It is not possible, however, to
provide a specific percentage of applicants that are worthy of funding but are de-
clined due to lack of funds. In some cases, the Corporation does not receive an appli-
cation because the state commission has responsibility to select programs competi-
tively within available resources provided on a formula basis. Under Learn and
Serve America, State education agencies receive funds in part on a formula basis
and determine which applicants within the state are funded.

For fiscal year 2001, we are currently in the midst of the AmeriCorps grant cycle.
Most grantees are in the second or third year of a three-year grant. With available
funds, Learn and Serve America cannot make new grants in any category, including
bridging the digital divide, in 2001 and 2002. Fiscal year 2000 grants and activities
are expected to continue for three years.

Question. Can the Corporation quantify the “success rate” of the Corporation’s dig-
ital divide programs? How many teachers have been trained? How many students
have become computer-literate as a result of these programs?

Answer. It is still too early in the implementation of these programs to provide
such specificity. Most of the digital divide programs approved at the end of fiscal
year 2000 have just begun. We will have better accomplishment data later this fall.
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As with other national service programming, it is our intent to evaluate the success
of these programs in meeting their objectives. Evaluation of these programs will re-
quire determining the nature of their outputs, that is, what service was performed,
as well as determining what, if any, changes in service recipients occurred as a con-
sequence of the service provided. Typically we will begin to collect descriptive data
about programs’ outputs after their first year of operation, and we will have data
about many of these programs at the end of the current program year. Standards
for data reporting vary somewhat between programs, which increases the challenge
of collecting these data across all program streams.

Insights about the effect of programs are generally best captured after they have
been operating for several grant cycles. Frequently, so much is learned by both
grantee and grantor during the first operational year that program changes occur.
Once the programs have stabilized their service model, evaluation of outcomes can
begin. Based on experience, we would anticipate beginning to conduct outcome eval-
uation of the digital divide programs in the 2001-2002 program year. Even at that
time, we will devote considerable attention to questions of implementation. By
2002-2003 we can be confident that outcome research will reflect a relatively ma-
ture program and its effects.

We will assess outcomes using a combination of quantitative survey research and
qualitative case studies to assess how the programs were implemented, how success-
fully they have been able to deliver services, what occurred as a consequence of
their service, and what changes have occurred.

Question. The National Science Foundation is also a major player in teacher train-
ing in math and science. Is the Corporation aware of what NSF is doing in this
area?

Answer. We have worked closely with the Department of Education on a number
of initiatives, but to date have not had conversations with the National Science
Foundation about their activities. The Corporation will begin discussions with the
National Science Foundation to see what activities they support, what they have
learned, and how we can coordinate our support.

Question. Have AmeriCorps and NSF cooperated on the digital divide issue?

Answer. The Corporation researched a number of sources and contacted numerous
organizations prior to beginning the digital divide programming. However, we had
not contacted the National Science Foundation, and will do so in the immediate fu-
ture.

FAITH-BASED INITIATIVES

Question. Is the Administration relying on the experience and expertise of the
Corporation as the White House Office on Faith-Based Initiatives develops its
plans?

Answer. The White House Office of Faith-based and Community Initiatives has
consulted with the Corporation on our experience with faith-based and other com-
munity-based organizations. Under the leadership of newly appointed Corporation
Board member and Board Chair-elect Stephen Goldsmith, the Corporation will con-
tinue to explore ways to build upon its on-going work with faith-based and other
community-based organizations.

Question. Is the Corporation providing guidance to the White House on how it
maintains important safeguards to protect against discrimination with government
funds?

Answer. Since its inception, the Corporation for National Service has provided a
level playing field to all eligible applicant organizations, including faith-based orga-
nizations. We have also applied the safeguards included in the national service leg-
islation to ensure that federal funds are not used to support religious worship, reli-
gious instruction, or religious proselytization. We have provided information about
these safeguards to the White House Office of Faith-based and Community Initia-
tives.

Question. To what extent have the agencies that are establishing centers for faith-
based programs (HUD, HHS, Education, Justice, and Labor), as directed by Presi-
dent Bush’s executive order, reached out to the Corporation’s staff for advice?

Answer. At this time, there has been no formal communication between the Cor-
poration for National Service and the centers for faith-based programs established
by five agencies (HUD, HHS, Education, Justice, Labor) under Executive Order
13198. The White House Office of Faith-based and Community Initiatives has con-
sulted with the Corporation and we would welcome the opportunity to provide any
assistance to the faith-based centers at the other Federal agencies.
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Question. Is the Corporation regularly consulted by the White House and the
other agencies so that you can give them the benefit of your experiences in this
issue?

Answer. Through Board member Stephen Goldsmith, the Corporation continues to
update the White House on its activities. We welcome the opportunity to consult
with other agencies about our experience with small community-based and faith-
based organizations.

Question. What guidelines are followed when the Corporation, or State Commis-
sions, make decisions between competing proposals, particularly when there are
competing proposals that seem to be equally responsive to the program’s objec-
tives—?and one application is from a faith-based group and one is from a secular
group?

Answer. The Corporation for National Service and the State Commissions operate
under clear guidelines in making decisions on competing proposals. Upon review of
proposals, decisions are made on the merits of the organization’s ability to meet the
programmatic guidelines regardless of the secular or faith-based nature of the orga-
nization.

Question. Does the Corporation consult with outside experts consisting of both re-
ligious and secular organizational representatives to give staff advice on the most
promising proposals?

Answer. Reviewers are selected based on their expertise, work experience, edu-
cation, and knowledge of national service, volunteerism, nonprofit management,
grants management and specific technical subject areas. These reviewers are rep-
resentative of the national service field and include both secular and faith-based or-
ganizations to review proposals.

SILVER SCHOLARSHIPS

Question. Why did the Corporation decide to award these new scholarships to in-
dividuals who are age 55 and older, as opposed to those who are eligible to receive
Social Security benefits (age 62 and older)?

Answer. Eligibility at age 55 is consistent with existing or proposed law for the
three existing senior service programs administered by the Corporation: the Retired
and Senior Volunteer Program (RSVP), the Senior Companion Program, and the
Foster Grandparent Program. These programs receive their appropriations through
the Labor-HHS Subcommittee. RSVP currently enrolls persons aged 55 and older.
Previous reauthorization proposals called for lowering the eligibility from 60 to 55
for the Foster Grandparent and Senior Companion Programs.

Question. Are any other scholarships or educational awards made by the Corpora-
tion tax free?

Answer. No.

Question. If not, why the special treatment for the Silver Scholarships?

Answer. We do not believe that this constitutes special treatment. There are a
number of other comparable scholarships that are supported by federal and state
governments that are treated for tax purposes in a similar fashion. The tax treat-
ment of other benefits provided by the Corporation, including education awards, is
an issue that can be explored along with other legislative proposals for the Corpora-
tion.

q ngstion. Why should senior volunteers receive a benefit that younger volunteers
on’t?

Answer. The scholarship will give the healthiest and best-educated generation of
seniors in history an incentive to volunteer as tutors and mentors. And while the
scholarship is based on the service of senior volunteers, they must transfer it to a
child who will in turn use it for educational purposes. The tax treatment of the edu-
cation awards for the Corporation’s other programs can be addressed as part of the
larger reauthorization of national service legislation.

BALTIMORE EXPERIENCE CORPS

Question. Has the Corporation evaluated this demonstration program to deter-
mine its effectiveness?

Answer. No, the Corporation has not evaluated the Baltimore Experience Corps
specifically. However, we have evaluated other Experience Corps and Seniors for
Schools projects that are similar to the Baltimore Experience Corps. Evaluation re-
ports reflect that all projects have been very successful, had a positive impact on
students’ reading abilities, and had a positive impact on schools. For example, nine-
ty-two percent of students’ pre- and post-tested in the Seniors for Schools program
demonstrated improved reading skills during the project year.
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Question. If the data shows that the program has had a positive impact, should
it be expanded?

Answer. The data shows that the Experience Corps and Seniors for Schools pro-
grams have been very successful. However, in fiscal year 2000, the Congress, in the
Consolidated Appropriations Act, directed the Corporation to end the payment of
monetary incentives to individuals not meeting income guidelines as prescribed in
the Domestic Volunteer Service Act. The Experience Corps projects provide mone-
tary incentives to all volunteers serving fifteen or more hours a week regardless of
income. Therefore, the Corporation is no longer able to fund Experience Corps and
Senior for Schools Demonstration projects under appropriations provided for the Do-
mestic Volunteer Service Act through the Subcommittee on Labor, Health and
Human Services, Education, and Related Agencies.
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Senator BOND. Welcome, Ms. Lazar. And we will now hear
from—we will now hear from the Neighborhood Reinvestment Cor-
poration. It has been about 5 years since we last had an NRC hear-
ing. So, I am very pleased to welcome Ms. Ellen Lazar, who, iron-
ically, is no stranger to the subcommittee. We welcomed her here
last year as head of CDFI. And I am very happy to see that Ms.
Lazar has made a smooth transition from the previous Administra-
tion. Welcome.

The Administration’s budget request for the NRC is for an in-
crease of $5 million; from $90 million for fiscal year 2001 to $95
million for fiscal year 2002.

Neighborhood Reinvestment and its network of local Neighbor-
hood Housing Services have performed a number of very valuable
housing and economic development activities that I think really do
not get enough recognition and credit.

In my home State of Missouri, affiliates in St. Louis and Kansas
City have been working in some of the most distressed commu-
nities, and have been instrumental in revitalizing these neighbor-
hoods. I am very proud of the work they do. And I say here, pub-
licly, a sincere thanks to you and to all of the—the people through-
out the country who are working in Neighborhood Housing Serv-
ices.

We welcome you here, and now would be glad to have your testi-
mony to hear about NRC’s activities, and especially the Affordable
Housing Programs.

I—this is a high priority for me to stimulate the production of
more affordable housing. And I am also interested to hear how
NRC has been involved in helping HUD dispose of its single-family
assets and administer its new Section 8 Home Ownership Program.

So, we have lots—lots of questions. And we look forward to hav-
ing your testimony.

STATEMENT OF ELLEN LAZAR

Ms. LAZAR. Thank you, Senator—Chairman Bond, Ranking Mem-
ber Mikulski, Senator Johnson, and members of the subcommittee.

I am Ellen Lazar. I joined Neighborhood Reinvestment as its Ex-
ecutive Director in October of 2000.

It is a pleasure to be here today to testify on behalf of the Neigh-
borhood Reinvestment Corporation and the 215 members of its
NeighborWorks[ network.

(43)
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Our Board Vice Chair, Governor Edward Gramlich is in the audi-
ence today. I would like to acknowledge the Governor.

I am joined today by our two Deputy Directors, Margo Kelly and
Clarence Snuggs.

I would like to request that my full testimony be included for the
record today.

Senator BOND. Without objection, it will be so included.

Ms. LAzAR. Thank you. As the new Executive Director of Neigh-
borhood Reinvestment, it has been gratifying to learn of the great
dedication to improving distressed communities in America this
subcommittee has shown through its support of our work.

I thank the subcommittee for supporting Neighborhood Reinvest-
ment through the fiscal year 2001 budget appropriation of $90 mil-
lion.

FISCAL YEAR 2002 BUDGET REQUEST

Neighborhood Reinvestment’s fiscal year 2002 budget justifica-
tion outlines proposed activities at a $95 million budget level. This
includes a core budget level of $85 million, to continue our commu-
nity revitalization efforts in urban, suburban, and rural commu-
nities, and $10 million to expand a groundbreaking pilot effort to
utilize the HUD Section 8 program in support of home ownership
for low income families.

I would now like to discuss a few of the proven successes of the
NeighborWorks[l network, and touch on a couple of new initiatives
now being undertaken that keep the Corporation and the
NeighborWorks[l network at the cutting edge of changes and im-
provements in community revitalization.

CAMPAIGN FOR HOME OWNERSHIP

The Campaign for Home Ownership was launched by Neighbor-
hood Reinvestment and members of the NeighborWorks[] network
to increase home ownership rates in their communities, particu-
larly among families of modest means.

The outcomes of the first campaign greatly exceeded expecta-
tions. Over 15,000 families purchased homes and more than $1.1
billion in total investment was generated. The NeighborWorks[
Campaign for Home Ownership 2002 has passed its mid-point, and
is on-target to surpass all of its goals for production and leveraged
investment.

Since the campaign began in January 1998, nearly 27,000 fami-
lies have purchased homes in their communities for a total of $2.3
billion. Of the families assisted, more than 95 percent of them are
first-time home buyers; 90 percent have low or moderate incomes;
52 percent are minorities; and 41 percent are female-headed house-
holds.

In addition, more than 161,000 families have received homebuyer
education and counseling services and are on the path to home
ownership.

SECTION 8 HOME OWNERSHIP

We continually seek innovative solutions to help transform com-
munities through home ownership. In the late 1990’s, changes to
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the HUD Section 8 program statute permitted its vouchers to be
used for the first time toward the costs of home ownership. Fami-
lies served by NeighborWorks[l organizations under the Section 8
homeownership option have incomes as low as 30 percent of area
median income, and we continue to see the Federal funds used for
this effort leverage private sector investments.

In fiscal year 2000, Congress recognized the NeighborWorks[
network approach to the Section 8 homeownership option and pro-
vided Neighborhood Reinvestment with a $5 million set-aside to
test it further.

One of the benefits offered by Neighborhood Reinvestment is the
ability to bring economies of scale, a diverse testing ground, and
sound evaluation methods to efforts like the Section 8 homeowner-
ship option.

NEIGHBORWORKS[ MULTIFAMILY INITIATIVE

While home ownership is a central strategy toward achieving
community revitalization, nearly all NeighborWorks[l neighbor-
hoods have multifamily housing needs, as well. Currently,
NeighborWorks[l organizations own or manage more than 25,000
high-quality multifamily units.

In response to the growth in multifamily activity, Neighborhood
Reinvestment launched the NeighborWorks[l Multifamily Initiative
in 1999. This initiative has provided 43 NeighborWorks[l organiza-
tions with technical assistance, asset management training, and
training in best practices in multifamily property development and
management, thereby positioning them to be at the forefront of ef-
forts to strength neighborhoods by providing affordable, well-man-
aged rental housing.

The NeighborWorks[]l network has proven that when multifamily
properties are financed, built, and managed for the long-term ben-
efit of the community, the impact can be broad and positive. Well-
maintained, these properties help improve the physical character of
the community and support the values of the surrounding prop-
erties. Combine physical strength with ongoing affordability, and
the result is lengthened resident tenure and a more stable and
positive environment for families.

One example of a successful multifamily strategy is the success-
ful adaptation and expansion of the Mutual Housing Association
concept from its west European roots. Mutual Housing is one of the
innovations that continue to produce units, as well as creative
strategies for developing sustainable, affordable housing.

Initiated in the eighties at the request of Congress, Neighborhood
Reinvestment engaged in a multiyear demonstration of Mutual
Housing Associations. This demonstration resulted in the creation
of 10 Mutual Housing Associations that have produced more than
6,400 units of quality housing. The units continue to operate in
great physical and strong economic condition, even after 10 to 20
years.

With resident leadership actively promoted as part of the oper-
ating plan, Mutual Housing residents stand out as community
leaders, both within their own property and within their larger
neighborhoods.
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Mixing of incomes, ranging from 30 percent of median to 100 per-
cent of median family income, creates healthy, dynamic commu-
nities in which the cycle of property is broken. The stigma of low
income housing is overcome in the eyes of the community. And the
long-term economic viability of the property is improved.

One of our network members, Rocky Mountain Mutual Housing
Association in Colorado, has been able to serve very low income
families by maintaining no or little debt on its properties to keep
rents affordable. Rocky Mountain Mutual acquired two FHA fore-
closed properties at little cost, and rehabilitated the properties,
using, among other sources, two Hope II grants.

Through resident services, such as a staffed computer lab and
community center, and through active resident participation in
management of the properties, residents and neighborhood mem-
bers, alike, consider these properties a neighborhood asset and a
cornerstone in revitalizing a community on the edge.

The network and Neighborhood Reinvestment’s multifamily ac-
tivities demonstrate sustainable excellence and positive impact
over an extended period of time.

PREDATORY LENDING

I would like to take a moment to talk about predatory lending.
Predatory lending is a very real threat to the great work
NeighborWorks organizations and their lender and Government
partners have done in distressed communities.

As predatory lending practices have proliferated and affected in-
creasing numbers of families and communities, NeighborWorks[]
organizations and others look to Neighborhood Reinvestment to
provide a forum for discussion and a mechanism for coordinating
efforts to combat these abusive lending practices at the local level.

In response, Neighborhood Reinvestment has worked to under-
stand the impact of predatory lending through sponsorship of re-
search symposia and public education.

In addition, Neighborhood Reinvestment has developed a signifi-
cant partnership with Freddie Mac to develop a loan product for
families that find themselves with a loan that has the hallmarks
of a predatory loan. This program, which has an extensive coun-
seling requirement, offers an opportunity for families to refinance
and thereby retain their homes.

We also believe that financial literacy training and post-purchase
education are effective strategies to combating the proliferation of
predatory loans. Neighborhood Reinvestment is actively engaged in
developing additional tools for this kind of training.

VISION FOR NEIGHBORHOOD REINVESTMENT

This year, we are requesting an appropriation of $95 million,
which includes $10 million to further Neighborhood Reinvestment’s
and the NeighborWorks[] network’s pioneering efforts in using Sec-
tion 8 vouchers to purchase a home. At this funding level, Neigh-
borhood Reinvestment will be able to maintain its current level of
services to the NeighborWorks[d network with modest increases to
the outputs and measures.

Your support for our efforts has allowed us to play a critical role
in revitalizing America’s communities. Since Congress created the
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Neighborhood Reinvestment Corporation in 1978, this organization
has served as an essential and unique laboratory for cutting-edge
strategies in the community development field.

Your support has enabled us to make critical initial investments
in a host of innovative strategies that have brought to the table
public and private sector interests that would never otherwise have
been assembled.

Examples include our Home Ownership Campaign, Multifamily
Initiative, our Mutual Housing activities, the Apartment Improve-
ment Program, the predatory lending pilot with Freddie Mac, and
more recently, the Section 8 homeownership initiative, and a new
venture to create an equity assurance program to stimulate activity
in soft markets.

Seating these promising ventures with very modest, very flexible
public funds, combined with intensive facilitation and staff support,
has made all the difference. The benefits of those innovations have
touched thousands of families and have provided extensive training
opportunities and widely disseminated winning strategies to ben-
efit the entire community development industry.

This is an exciting and challenging time, as Neighborhood Rein-
vestment and the NeighborWorks[ network continue to build upon
the strength of the past, while looking ahead to confront the prob-
lems and opportunities of the future.

PREPARED STATEMENT

I am very eager to lead this organization along its well-chosen
route, while scouting ahead for new ways we can be successful in
our work and add value to the field of community-based develop-
ment.

Thank you for your time today. And I am happy to entertain any
questions.

[The statement follows:]

PREPARED STATEMENT OF ELLEN LAZAR

Chairman Bond, Ranking Member Mikulski and Members of the Subcommittee:
I am Ellen Lazar, and I joined the Neighborhood Reinvestment Corporation (Neigh-
borhood Reinvestment) as executive director in October 2000. It is a pleasure to be
here today to testify on behalf of the Neighborhood Reinvestment Corporation and
the 215 members of its NeighborWorks[Onetwork.

As the new executive director of Neighborhood Reinvestment, it has been grati-
fying to learn of the great dedication to improving distressed communities in Amer-
ica you have shown through your support of our work. This level of commitment,
evidenced over more than 25 years, extends beyond funding and can be seen in the
involvement and interest many of you have shown through your visits to local
NeighborWorks[J organizations, where you have witnessed and celebrated their suc-
cesses. This in turn has boosted local partners’ confidence in being able to achieve
our shared mission of stimulating reinvestment in communities of great need.

I thank the Subcommittee for supporting Neighborhood Reinvestment through the
fiscal year 2001 budget appropriation of %90 million. Neighborhood Reinvestment’s
Fiscal Year 2002 Budget Justification outlines proposed activities at a $95 million
budget level. This includes a core budget level of $85 million to continue our commu-
nity revitalization efforts and $10 million to expand a groundbreaking pilot effort
to utilize the HUD Section 8 program in support of home ownership for low-income
families.

By way of background, the NeighborWorks[l system comprises:

—Neighborhood Reinvestment Corporation is a Congressionally chartered, public

nonprofit corporation, headquartered in Washington, D.C., and staffed in nine
regional offices. Neighborhood Reinvestment:
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—provides funding (that gets leveraged many times over), technical assistance,
training and other resources to its network members and the community-
based development industry as a whole;

—coalesces public and private support for local, regional and national commu-
nity reinvestment efforts;

—contributes to policy decisions concerning housing and other means of trans-
forming neighborhoods and improving the lives of lower-income families; and

—monitors changes in the field, assesses the need for new approaches, and ini-
tiates research or programs to address those needs.

—The NeighborWorks[] network was founded by Neighborhood Reinvestment and
has evolved from 34 local pilot organizations operating in about a dozen states
in the 1970s to an impressive 215-member network of locally-run nonprofit or-
ganizations working to expand affordable housing opportunities and support
neighborhood revitalization in nearly 1,700 communities in 48 states, the Dis-
trict of Columbia and the Commonwealth of Puerto Rico. Network members op-
erate in our nation’s largest cities and in some of its smallest rural commu-
nities. Regardless of their target communities, NeighborWorks[] organizations
function as partnerships among local residents, business leaders and local gov-
ernment representatives, with strategies to share, best practices that get rep-
licated and financing mechanisms that are flexible.

—Neighborhood Housing Services of America (NHSA) is a secondary market fund-
ed by social investors and purchases loans from NeighborWorks[] organizations,
thus replenishing their revolving loan funds and enabling them to finance even
more homeownership, rehabilitation and multifamily housing. The services
gHSA provides benefit lower income borrowers; the median borrower income is

24,652.

The NeighborWorks[] system is the only coordinated effort of its type in the na-
tion. It is unique in that it

—Provides a national delivery system—built on a national network of locally-di-
rected, community-based partnerships;

—PFosters local and regional leveraging of national resources;

—Serves as a laboratory for testing creative solutions to problems that impede af-
fordable housing production and neighborhood revitalization;

—Provides a strenuous review process in order to be admitted to the
NeighborWorks[] network, as well as on-going program reviews to improve or-
ganizational efficiency while reducing programmatic risk; and

—Facilitates a learning environment for benchmarking and expanding best prac-
tices in the field.

Through the guidance of the Corporation’s Board of Directors, the experience of
Neighborhood Reinvestment staff, and the willingness of NeighborWorks[] organiza-
tions to share the fruits of their labors, the NeighborWorks[l system will, with your
support, continue to enhance neighborhoods and improve lives throughout America
in the year ahead.

I would now like to discuss:

—the Shared Vision of the NeighborWorks[] system;

—the Proven Successes that have made the Corporation and the network the re-

spected institutions they are today;

—the Exciting New Initiatives now being undertaken that keep the Corporation
and the network at the cutting edge of changes and improvements in the com-
munity revitalization field; and

—the NeighborWorks[] system’s Outcomes and Achievements over the last two
years and those anticipated for the next fiscal year.

INSPIRED LEADERSHIP AND THE NEIGHBORWORKS[] VISION

One of the most significant changes to the NeighborWorks[J system in fiscal year
2000 was the retirement of Executive Director George Knight. For 10 years Mr.
Knight shared the network’s and Neighborhood Reinvestment Corporation’s vision
of “Transforming Communities Together.” By encouraging cooperative relationships
both within and outside the NeighborWorks[] network, he was able to foster an ex-
panded and ever more efficient and effective network. His guidance of the Corpora-
tion led to significant growth within the NeighborWorks network.

During the past ten years, the number of communities served by the network
grew from 270 to 1,559—a 477 percent increase. Likewise, the number of families
who benefited from the network’s products and services increased 488 percent—from
5,788 families in 1990 to more than 34,000 families in 2000. Most importantly, the
Neighborhood Reinvestment’s Congressional appropriation was leveraged very suc-
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cessfully by the NeighborWorksl network. In 1990, each federal dollar leveraged
$5.30 from other sources; by 2000, that figure had grown to $16.90.

I have been familiar with the impressive work of Neighborhood Reinvestment for
many years, and I am fully committed and prepared to continue to foster an envi-
ronment that stimulates innovation and creative responses to the needs of families
being served by the network. The increased productivity of the NeighborWorks[]
Campaign for Home Ownership, and our work using Section 8 vouchers for home
purchase are just two current examples of how the NeighborWorks(l network is pro-
viding innovations for the community development field. Our work to grow resident
leaders, through Community Leadership Institutes, continues to reap great benefits
for communities. Our Training Institute is helping to grow a cadre of leaders for
the community development field. I look forward to working with you, our
NeighborWorks[] network, residents and public and private sector partners to fur-
ther enhance and transform communities.

PROVEN SUCCESSES

During fiscal year 2000, the NeighborWorks system accomplished much through
i%ls core programs, which are the foundation of the NeighborWorks[] system. Among
these are:

—Locally-Controlled Revolving Loan Funds.—Locally directed revolving loan
funds are the basis of much of the success of the network. Revolving loan funds
are controlled by the local NeighborWorks[l organizations and are used to pro-
vide flexible funding for community priorities, such as home ownership, reha-
bilitation, multifamily housing, and commercial and economic development. The
liquidity of the local revolving loan fund is in many cases assisted by selling
loans to NHSA. Neighborhood Reinvestment Corporation supports these revolv-
ing loan funds through technical expertise, training, and funding. Most of the
funding for revolving loan funds comes from local sources—loans and grants
made by banks, insurance companies, foundations, local governments and other
local investors. Most of those who benefit from the revolving loan funds are
hard-working families who are typically under-served. For example, 70 percent
of loans made through a NeighborWorks[ revolving loan fund are made to very
low- or low-income households, 63 percent are made to minority-headed house-
holds, while 43 percent are made to female-headed households.

—NeighborWorksll Campaign for Home Ownership.—In 1993, the first
NeighborWorks[l Campaign for Home Ownership was launched by Neighbor-
hood Reinvestment and members of the network to increase home-ownership
rates in their communities, particularly among families of modest means. The
outcomes of the first Campaign greatly exceeded expectations: 15,880 families
purchased homes, and more than $1.1 billion in total investment was generated.

This success led to the Campaign for Home Ownership 2002, which has more ag-
gressive goals: to create 40,000 new homeowners, provide housing counseling to
270,000 families, and generate $2.9 billion in investment in struggling neighbor-
hoods, over a five-year period from 1998 to 2002.

The NeighborWorks[] Campaign for Home Ownership 2002 has passed its mid-
point and is on target to surpass all of its goals for production and leveraged invest-
ment. Since the Campaign began in January 1998, nearly 27,000 families have pur-
chased homes in their communities, for a total investment of $2.3 billion. Of the
families assisted:

—More than 95 percent are first-time buyers;

—90 percent have low- or moderate-incomes;

—52 percent are minorities; and

—A41 percent are female-headed households.

In addition, more than 161,000 families have received homebuyer education and
counseling services and are on the path to home-ownership.

In addition to achieving these impressive goals, the Campaign for Home Owner-
ship has helped refine and create more effective mechanisms for service delivery,
raised the degree of professionalism of home-ownership activities, and helped in-
crease organizational capacity at the local level. Out of the collaborative efforts of
the members of the Campaign, the NeighborWorks[] network has developed major
innovations in the way community residents are assisted, not only to become, but
to remain, successful homeowners. These innovations include:

—Full-Cycle LendingSM—which provides education and counseling that covers
needs from pre-purchase credit repair, through post-purchase home repair and
foreclosure prevention;

—the creation of 55 NeighborWorks[] HomeOwnership Centers—where assistance
on all aspects of buying and maintaining a home are provided under one roof;
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—an intensive Homebuyer Education curriculum offered at the Neighborhood Re-
investment Training Institute;

—being on the forefront of identifying predatory lending practices and providing
a forum for local practitioners to discuss this emerging issue;

—forgclosure-prevention strategies and strategies to address predatory lending;
an

—a financial literacy curriculum.

Neighborhood Reinvestment was recently notified that it has been selected as a
semi-finalist in the 2001 Innovations in American Government Award by the Har-
vard University’s Kennedy School of Government and The Ford Foundation for the
development of 55 NeighborWorks[D HomeOwnership Centers across the nation.

—The NeighborWorksO Multifamily Initiative.—While home ownership is a cen-
tral strategy towards achieving community revitalization, nearly all
NeighborWorks[ neighborhoods have multifamily housing needs as well. Cur-
rently, network members own or manage more than 25,000 high-quality multi-
family units. In response to the growth in multifamily activity, Neighborhood
Reinvestment launched the NeighborWorks(l Multifamily Initiative in 1999.
This initiative has provided 43 NeighborWorks[l organizations with technical
assistance, asset management training, and training in best practices in multi-
family property development and management, thereby positioning them to be
at the forefront of efforts to strengthen neighborhoods by providing affordable,
well-managed rental housing. The goal of the Multifamily Initiative is to
strengthen neighborhoods by promoting multifamily housing that have the fol-
lowing characteristics:

—permanent affordability for low-income families;

—long-term economic viability;

—physical soundness—good maintenance, adequate capital replacements and im-
provements; and

—positive social fabric—a culture of opportunity and leadership where school suc-
cess, homeownership preparation, employment advancement, and neighborhood
leadership are the norm, while drugs, truancy and destructive social behavior
are not tolerated.

The network, through its Mutual Housing model and the work of other
NeighborWorks[l nonprofits, has proven that when multifamily properties are fi-
nanced, built and managed for the long-term benefit of the community, the impact
can be broad and positive. Well maintained, these properties help improve the phys-
ical character of the community and support the values of the surrounding prop-
erties. Combine physical strength with ongoing affordability, and the result is
lengthened resident tenure and a more stable and positive environment for families.

One strategy used by a number of properties owned by NeighborWorks[(] members
is to provide on-site computer learning centers, which allow residents access to tech-
nology, as well as the staff resources to ensure that the residents are able to take
full advantage of this opportunity. We recognize that the end goal of this approach
to technology is not just providing computers to those with limited resources. Tech-
nology is viewed as a means to achieving broader network and community goals—
such as increasing the stability of neighborhoods, increasing academic success, ex-
panding employment and economic opportunities, and attaining homeownership.

However, the availability of such housing is dependent upon owners who recog-
nize that the ownership of these properties involves the stewardship of both the
property and the community. NeighborWorks[l organizations view affordable hous-
ing in exactly this way and have captured their commitment to this approach to
housing in the NeighborWorks] Multifamily Initiative.

Neighborhood Reinvestment’s successful adaptation and expansion of the Mutual
Housing Association (MHA) concept from its West European roots is one of the inno-
vations that continues to produce units as well as creative strategies for developing
sustainable affordable housing. In the 1980s, at the request of Congress, the Cor-
poration engaged in a multiyear demonstration of Mutual Housing Associations. The
founding principles of this model were threefold:

—Affordable housing is a critical need for many lower-income families who are not
yet prepared for single family homeownership; therefore it should be produced
as a perpetual asset.

—Active resident leadership will produce a positive social impact in the lives of
families, as well as in the operation of the properties and the character of neigh-
borhoods. Therefore residents should serve on boards and property councils, es-
tablishing a mutual form of ownership that supports not only the social success
of the community but also the financial success of the property, by improving
collections, reducing maintenance and security costs, and slowing resident turn-
over.
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—A financial equity position in the units will enable the NeighborWorks[l organi-
zation to be a strong owner, that is prepared to continue to produce additional
housing to meet the need in its market area.

This Mutual Housing demonstration resulted in ten Mutual Housing Associations
across the country, that have produced more than 6,400 units of quality housing.
The lessons of this demonstration have been dramatic.

—The units continue to operate in great physical and strong economic condition,

even after 10 to 20 years.

—With resident leadership actively promoted as part of the operating plan, Mu-
tual Housing Association residents stand out as community leaders, both within
their own property and within their larger neighborhood.

—Mixing of incomes (ranging from 30 percent median family income to 100 per-
cent median family income) creates healthy, dynamic communities, in which the
cycle of poverty is broken, the stigma of “low income housing” is overcome in
the eyes of the community, and the long term economic viability of the property
is improved.

—DMutual Housing Associations, given their strong capital positions and fee struc-
tures that support the depth of professional staff needed by an ongoing devel-
oper/owner, are also ongoing producers of additional housing. Mutual Housing
Associations accounted for over 900 of the 1,520 multifamily units produced by
the NeighborWorks[] network in fiscal year 2000.

The Mutual Housing properties merit particular attention, because they dem-
onstrate sustainable excellence and positive impact over an extended period, 10-15
years. Though the Mutual Housing model continues to grow in some markets, many
of the NeighborWorks[] organizations that produce affordable housing are not struc-
tured as Mutual Housing Associations. Through the NeighborWorks[] Multifamily
Initiative, though, the best elements of Mutual Housing along with the lessons
learne(%{ are now being promoted as “best practices” throughout the NeighborWorks(l
network.

The Multifamily Initiative became the catalyst for creating the Neighborhood Cap-
ital Corporation (NCC), which provides affordable, short-term financing to acquire
multifamily properties that are at risk of deterioration or of being lost as affordable
units available in a community. Private owners of rental properties regularly ap-
proach NeighborWorks[] organizations about purchasing these properties. Some-
times the owner is no longer interested in maintaining the property. In other in-
stances, subsidies are expiring and the owner has no interest in investing additional
capital or in maintaining the property as affordable. Thus, very often the best solu-
tion for residents, owners and neighborhoods is for a nonprofit organization to ac-
quire the property and commit it to long-term affordability. Many of these prop-
erties house elderly tenants, families below 30 percent of area median income, and
families who have few options for relocation.

The Multifamily Initiative explored approaches and obstacles to such purchases
and found the primary obstacle is flexible pre-development and acquisition financing
that allows an organization to respond quickly when a property becomes available.
Neighborhood Reinvestment responded to this problem by making an initial invest-
ment of $1.8 million in NCC. NCC’s board of directors is composed of executive di-
rectors of some of the most successful development corporations in the network.
NCC is creating a capital fund that will meet the needs of qualified
NeighborWorks[] members and allow them to effectively and efficiently address the
interests of multifamily owners, their tenants and our neighborhoods. In its first full
year of operation, NCC projects that it will provide approximately $1 million in
loans, while leveraging $6 million from other sources, thus impacting 500 units of
multifamily housing.

Against the national backdrop, the NeighborWorksd Multifamily Initiative seeks
to preserve affordable housing resources as community assets, while improving the
physical properties of the housing and the quality of life for families with a range
of incomes.

—The NeighborWorks( Rural Initiative.—NeighborWorks[] organizations serving
rural communities comprise the fastest growing segment within the network. In
1995, six NeighborWorks[] organizations were serving rural communities; by
2000, this figure grew to 49 network organizations. We anticipate this trend will
continue. NeighborWorks[] organizations in rural areas help confront problems
caused by a deteriorating housing stock, low incomes, and of rapidly increasing
land prices. The rural network members are engaged in areas that historically
have been difficult to serve, such as American Indian reservations, the South-
west border Colonias, and the Mississippi Delta.

Several years ago, our rural NeighborWorks[] members elected to establish a for-

mal identity and to call themselves the RNA Community Builders, as a means of
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eliciting support from foundations and other entities with a particular interest in
rural issues. The RNA has become a highly effective institution, attracting program
related investments from the philanthropic funders, and others, in order to make
short-term loans to its members. More recently the RNA has also been designated
as a certified Community Development Financial Institution intermediary. Neigh-
borhood Reinvestment has provided significant support to the start-up of the RNA
and to its ongoing activity. In fiscal year 2000 Neighborhood Reinvestment hired a
national rural coordinator to concentrate on our rural interests and activities and
to serve as a liaison with the RNA. Since its creation, RNA has made 30 loans to
rural network members, creating 220 units of affordable housing and leveraging
over $18 million in permanent financing.

—Neighborhood Reinvestment Training Institute.—The Neighborhood Reinvest-
ment Training Institute is one of the primary venues for the Corporation’s out-
reach to the broader community development field and increases the capacity
of local neighborhood revitalization organizations. Neighborhood Reinvestment
sponsors five national training events each year, serving an average of 800 par-
ticipants at each Institute, which lasts a week. The Neighborhood Reinvestment
Training Institute is recognized as a national leader in providing high-quality,
practitioner-focused training to community development professionals. During
f}}scal year 2001, the Training Institute will provide more than 160,000 training

ours.

The Training Institute has developed several focused efforts to build the skills of
local practitioners and focus efforts of local organizations so that they build capacity.
These include:

—Eight Programs of Study that guide participants through a subject-specific cur-
riculum, culminating in a professional certificate that recognizes their accom-
plishments. Candidates in a Program of Study must successfully complete up
to four weeks of courses and exams, and take a comprehensive exam at the end
of all coursework.

—The development of an Advanced Training Platform, a new, intensive, inter-
active and advanced practicum for seasoned practitioners. This will initially be
offered in early fiscal year 2002. This practicum will draw and expand on nego-
tiation skills, economic analysis, leadership development, management skills,
and policy application.

—Resident leadership development continues to be a core value in the
NeighborWorks network’s approach to community revitalization. To respond to
a need for enhanced resident leadership development, the Training Institute is
intensifying its efforts by sponsoring regional Community Leadership Institutes.
This will enable resident leaders to share their experiences, hone their leader-
ship skills and bring innovative ideas back to their communities. This reflects
the Corporation’s conviction that while new homeowners, improved housing and
increased investment are essential to revitalization, the most essential ingre-
dient for long-term success is informed, effective and motivated resident leaders.

—In recognition of Neighborhood Reinvestment’s former Executive Director
George Knight, who retired at the end of fiscal year 2000, the VA, HUD and
Independent Agencies Conference Committee set aside $2.5 million of Neighbor-
hood Reinvestment’s fiscal year 2001 appropriation to establish the George
Knight Scholarship Fund. Established as an endowment, this Scholarship Fund
will assist often-fledgling community development organizations and profes-
sionals as they seek to develop the capacity to address community needs. This
fund will enable the Training Institute to more than double the number of tui-
tion scholarships granted to staff of nonprofit organizations across the country.

The George Knight Scholarships were offered for the first time at the Neighbor-
hood Reinvestment Training Institute in Chicago during the week of April 16. Thir-
ty-three professionals received more than $16,000 in scholarships that enabled them
to attend a week of training. Because of this Subcommittee’s commitment to top-
quality training, the Corporation anticipates being able to provide approximately
250 scholarships, totaling $125,000 annually.

In addition, the Subcommittee’s set aside has been and will continue to be lever-
aged with private contributions. A large savings bank has begun this trend with a
recent contribution of $550,000. The Corporation will continue to seek other private
contributions to this scholarship endowment.

—National Insurance Task Force—Since 1994, Neighborhood Reinvestment,
members of the NeighborWorks[] network and members of the insurance indus-
try have worked together to develop strategies that improve the availability and
pricing of property and casualty insurance in low- and moderate-income neigh-
borhoods. Known as the National Insurance Task Force, this group includes
representatives the insurance industry’s top property and casualty insurance
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carriers, as well as insurance industry trade associations, insurance regulators,
educational institutions, Neighborhood Reinvestment and the members of the
network. The purpose of the Task Force is “To develop partnerships between
the insurance industry and community-based organizations to better market the
products and services of both, for the benefit of the customers and communities
they serve.”

The Task Force continues to develop cutting-edge products and tools that help fa-
cilitate the creation of local collaborations between the insurance industry and
NeighborWorks[] organizations across the country. Over the last two years the Task
Force has piloted a “Loss Prevention Partnership” program. Selecting cities with in-
surance perils—Chicago, Charleston, SC, and Denver—the Task Force is experi-
menting with strategies to reduce the likelihood of damage from perils such as fire,
wind and water. Education, special programs, prevention tools and a local loan fund
all play a role in these local pilots. Once again, the NeighborWorks[] network is
serving as an appropriate and exciting laboratory to test innovative new approaches
to intransigent problems.

—NHSA.—NHSA nearly doubled its loan purchases from local NeighborWorks[]
organizations in fiscal year 2000—from $46.2 million in the prior year to $83.3
million. NHSA’s investors were the key to making this extraordinary increase
possible. In fiscal year 2000, the investor base increased to more than 120 in-
vestors and lenders, which included two new $10 million investors. Members of
the NHSA Board of Trustees have begun discussion of a $500 million social in-
vestment initiative for the period 2001 through 2006 in response to increased
need for liquidity for the NeighborWorks[l loans from revolving loan funds.
Other philanthropic and corporate funding sources are being explored to meet
these goals.

EXCITING NEW INITIATIVES

Neighborhood Reinvestment continually seeks innovative solutions to help trans-
form communities. What follows are just some of the areas in which the Corporation
has recently expanded its focus.

—HUD’s Section 8 Home Ownership Program.—In the late-1990s, changes to the
HUD Section 8 Program statute permitted its vouchers to be used for the first
time toward the costs of home ownership. However, few housing authorities are
prepared to accommodate this opportunity, since most lack formal homebuyer
counseling or lending experience. In addition, most private lenders have no ex-
perience with the Section 8 program and, since it is re-appropriated on an an-
nual basis, are unwilling to accept Section 8 vouchers toward a mortgage pay-
ment. In 1999 and 2000, HUD approved 15 demonstration sites for Section 8
homeownership programs. Four of these demonstration sites involved partner-
ships between a public housing authority and a NeighborWorks[d organization.
These effective and unique partnerships were formed in Syracuse, New York;
Long Island, New York; Nashville, Tennessee; and Burlington, Vermont. The
early success of these sites made the network a national leader in effectively
using the Section 8 program to help qualified low-income Section 8 families be-
come first-time homeowners and make progress on the road to self-sufficiency.

While the actual number of families who have purchased a home is small, the ef-
forts of this small group of organizations have truly been pioneering, and the fami-
lies who have been successful represent the largest number of families served under
this option in the country. Families served by NeighborWorks[ organizations under
the home ownership option have incomes as low as 30 percent of area median in-
come. Table 1 summarizes these efforts in Syracuse, Long Island, Nashville and
Burlington.

TABLE 1.—CLOSINGS UNDER THE FOUR NEIGHBORWORKSCI PILOT PROGRAMS IN THE SECTION 8
HOMEOWNERSHIP OPTION

Al Syracuse Long Island Nashville Burlington
Buyers to Date 23 7 2 4 10
3 Year Pipeline 266 89 60 60 57
Minority-Headed Households (percent) ... 53 71 50 100 100
Female-Headed Households (percent) 74 71 100 100 70
First Time Buyers (percent) 100 100 100 100 100
Median Income $24,900 $23,798 $22,945 $22,896 $29,529
Median House Price $85,000 $43,750 $82,500 $86,900  $115,500

Average Family Size 34 31 3.0 3.0 3.8
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TABLE 1.—CLOSINGS UNDER THE FOUR NEIGHBORWORKSLCI PILOT PROGRAMS IN THE SECTION 8
HOMEOWNERSHIP OPTION—Continued

Al Syracuse Long Island Nashville Burlington

Average 1st Mortgage $60,922 $42,327 $41,457 $52,187 $81,327
Average 2nd Mortgage $7,128 $4,980 $18,737 $16,825 2,430

Source: Neighborhood Reinvestment Corporation; February 2001.

I would like to tell you about one buyer under the Section 8 home ownership op-
tion in Burlington, Vermont. This family’s story is typical of many buyers that we
have seen in the Section 8 home ownership program—working families, dedicated
to the American dream of owning a home and getting off public assistance.

One of Burlington’s first customers to close on a home using the Section 8 pro-
gram had been working with the Burlington Community Land Trust’s
NeighborWorks[l] HomeOwnership Center since January 1997. As an African Amer-
ican, single mother raising two children on one income, it was difficult for her to
save for a downpayment and impossible to qualify for a mortgage that would afford
a home in Burlington, which is the 27th most expensive housing market in the
country and where the median home price is $204,400.1 Over the next several years,
this woman continued to work with the NeighborWorks[] HomeOwnership Center
on budgeting and took a second job that allowed her to save for a downpayment at
a faster rate.

In April 2000, the Burlington Community Land Trust rehabilitated a vacant and
distressed four-bedroom home, which the family was able to purchase for $102,700.
The Burlington Community Land Trust provided a lower interest second mortgage
for $30,000. Through additional assistance, from local and state programs, the first
mortgage was brought down to $52,700, which was manageable for the single-parent
household.

For fiscal year 2001, Congress recognized the NeighborWorks[l network’s ap-
proach to the Section 8 home ownership option and provided Neighborhood Rein-
vestment with a $5 million set aside to test it further.

The NeighborWorks[ network is uniquely suited to respond to the exceptional op-
portunity provided by this change to the Section 8 Program. Its Campaign for
Homeownership has finely tuned the tools and activities that make home ownership
possible for low- and moderate-income families, including high quality pre- and post-
purchase counseling and second mortgage loans. Several network organizations re-
sponded to the Section 8 challenge by developing a strategy that includes a conven-
tionally generated first mortgage based solely on the family’s income, and a second
mortgage, originated by the NeighborWorksl] organization, to fill the gap between
what the family can afford and the price of the house. This second mortgage is re-
paid by the Section 8 voucher, thereby freeing the private lender from having to
interact with the voucher system at all.

The $5 million set-aside is helping Neighborhood Reinvestment create additional
partnerships between NeighborWorks[l organizations and housing authorities im-
plement this home ownership strategy. The set-aside is being used to fund two ac-
tivities:

—$4.25 million has been awarded as grants to local NeighborWorks organiza-
tions, with more than two-thirds of this funding used for capital that will fund
local second mortgage pools. These funds will be leveraged by private-sector in-
vestments, thus helping to stretch federal funding further. The remaining funds
will be used for operating grants. These are critical since many very low-income,
welfare-dependent families have significant pre-purchase counseling needs be-
yond those of the typical NeighborWorks[ client. While families who qualify for
Section 8 vouchers must be employed in order to take advantage of the home
ownership option, many face real barriers (such as severe credit impairment)
that can be addressed only through time-intensive, one-on-one counseling that
can be provided with enhanced operating funds.

—Approximately $750,000 of the set-aside will be used to provide technical assist-
ance, training, peer-to-peer learning opportunities, and research about the
NeighborWorks[] organizations’ efforts utilizing this option. One of the benefits
offered by Neighborhood Reinvestment is the ability to bring economies of scale,
a diverse testing ground and sound evaluation methods to efforts like the Sec-
tion 8 home ownership option. In addition, the expertise developed under the

1 National Association of Realtors; fourth quarter, 2000.
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NeighborWorks[D Campaign for Home Ownership 2002 allows the Corporation
to provide assistance that cannot be found elsewhere.

In early April 2001, the Corporation reviewed applications from interested net-
work members and made decisions on which NeighborWorks[] organizations would
receive funding under the set-aside. Although the Corporation anticipated being
able to use the $5 million set-aside to expand this pilot effort from four
NeighborWorks[] organizations to 10 to 14 organizations the Corporation will actu-
ally fund 11 applications for 21 NeighborWorks[] organizations serving more than
25 communities. Funding under the set-aside is being used to assist public housing
authority and NeighborWorks[ organization partnerships in the following commu-
nities: Nashville, Tenn.; Toledo, Ohio; Lafayette, Ind; Oak Ridge, Tenn; Ravenna,
Ohio; Hamilton, Ohio; Chattanooga, Tenn; Burlington, Vt; Newport, Vt; Springfield,
Vt; West Rutland, Vt; Barre, Vt; Chicago; Centereach, N.Y.; Syracuse, N.Y.; San
Bernadino, Calif.; Sacramento, Calif.; Allentown, Pa.; Pueblo, Colo.; and Hugo, Okla.
We expect to help as many as 680 families purchase a home over the next three
years and to recruit nearly 6,800 families to consider the home ownership option.

I will keep you informed about the progress of our work and the impact of your
funding in this area. To that end, we have contracted with a well-respected research
firm that will monitor the progress of the Section 8 home ownership option within
the network and produce regular reports. Recognizing the great demand for prac-
tical information about this program and acknowledging the NeighborWorks[] net-
work’s leadership on this effort, we will offer an on-going course at the Neighbor-
hood Reinvestment Training Institute on the Section 8 home ownership option.

Building on the network’s success, the Corporation requests $10 million for fiscal
year 2002 to expand the Section 8 homeownership initiative, strengthening partner-
ls)hips with housing authorities to reach 300 communities and 3,500 potential home-

uyers.

—Predatory Lending.—Research has shown that predatory lending is a very real
threat to the great work NeighborWorks[] organizations and other nonprofits
and their lender and government partners have done in distressed communities.
As predatory lending practices have proliferated and affected increasing num-
bers of families and communities, NeighborWorks[] organizations and others
looked to Neighborhood Reinvestment to provide a forum for discussion and a
mechanism for coordinating efforts to combat these abusive lending practices at
the local level.

In response, Neighborhood Reinvestment has:

—sponsored symposia on predatory lending;

—shared information across the network about education efforts and other meas-
ures to stem this tide;

—sponsored a study of predatory practices with the Joint Center for Housing
Studies of Harvard University;

—commissioned two studies on the growth of sub-prime lending in Boston and At-
lanta that have attracted significant attention;

—worked to define the difference between sub-prime and predatory lending prac-
tices;

—developed materials to alert consumers to the dangers of high debt loans and
predatory lenders; and

—convened a task force of seasoned practitioners on the topic.

In addition, Neighborhood Reinvestment has developed a significant partnership
with Freddie Mac to develop a loan product for families that find themselves with
a loan that has the hallmarks of a predatory loan. This program, which has an ex-
tensive counseling requirement, offers an opportunity for families to refinance—and
thereby retain—their homes. We also believe that financial literacy training and
post-purchase education are effective strategies to combating the proliferation of
predatory loans. Neighborhood Reinvestment is actively engaged in developing addi-
tional tools for this kind of training.

—HUD Demonstration Program—Secondary Market for Non-Conforming Loans to
Low Wealth Borrowers.—NHSA is a participant in a HUD Demonstration Pro-
gram to develop and sustain a secondary market for non-conforming loans to
very low-income borrowers. NHSA has made a strong start in assembling loan
pools that will be studied over a seven-year period. HUD’s support is allowing
NHSA to purchase loans with eased credit qualifications through the extraor-
dinary cooperation of investors and lenders, backed by NHSA’s increased capac-
ity to provide needed credit enhancements for the special loan pools. Lessons
learned will help to guide NHSA’s product development as well as inform the
Department and the major secondary markets with regard to the nature of the
f{hanging product needs and creditworthiness of challenging groups and mar-

ets.
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VISION FOR FISCAL YEAR 2002: BUILDING ON THE NEIGHBORWORKS[] NETWORK’S
STRENGTH

This year we are requesting an appropriation of $95 million, which includes $10
million to further Neighborhood Reinvestment’s and the network’s pioneering efforts
in using Section 8 vouchers to purchase a home. At this funding level, Neighborhood
Reinvestment will be able to maintain its current level of services to the
NeighborWorks[] network with modest increases to the outputs and measures.

A $95 million appropriation in fiscal year 2002 will assist the NeighborWorks[
network to:

—Leverage more than $1.5 billion in direct total investment into distressed rural,

suburban and urban communities;

—Assist more than 38,000 families to purchase or maintain their homes;

—Assist more than 500 families through the Section 8 home ownership initiative,
resulting in their purchase of a home;

—Own or manage over 29,000 affordable rental or mutual housing units; and

—?roylide pre- and post-purchase home ownership counseling to nearly 70,000
amilies.

To support and expand these significant accomplishments, the Neighborhood Re-

investment Corporation and NHSA expect to:

—Add 10 new organizations to the network, increasing the NeighborWorks[] net-
work to 240 organizations serving over 1,700 communities;

—Conduct 210 reviews of member organizations and review 240 audits;

—Provide over 160,000 training contact hours to community development leaders
and practitioners, not only through the Neighborhood Reinvestment Training
Institute but also through local and district training opportunities; and

—Purchase $60 million in loans from NeighborWorksl] organizations, bringing
the total number of loans owned by NHSA to 7,350 totaling $312 million.

To be certain that we are making best use of our Congressional appropriation this
coming year and beyond, especially as the network continues to expand, we are un-
dertaking a corporate-wide strategic planning process. This will ensure the contin-
ued relevancy and vibrancy of our services to the NeighborWorks[] network and its
constituents. The strategic planning process:

—will help us understand the significant changes in our work environment and

context;

—ensure that the Corporation responds to our constituents’ changing interests
and needs;

—formulate budget submissions for the coming fiscal year and beyond based on
priority needs; and

—articulate a clear direction for Neighborhood Reinvestment services and activi-
ties over the next three to five years.

As a result of the strategic planning process, Neighborhood Reinvestment will ar-
ticulate its vision for executing our statutory mission and define and communicate
the guiding principles of our work in a contemporary context, enabling the Corpora-
tion and its partners to provide even more effective service to communities across
the United States.

OUTCOMES AND ACHIEVEMENTS

The last two fiscal years have shown increased growth in nearly all areas of the
NeighborWorks[] system. I have full confidence that with an approval of the Cor-
poration’s fiscal year 2002 budget request, Neighborhood Reinvestment and the net-
work will meet or exceed all of the anticipated outcomes and achievements. The fol-
lowing table summarizes the outcomes from fiscal year 2000, projected results for
fiscal year 2001 and the expected results based on a $95 million appropriation for
fiscal year 2002.

TABLE 2.—OUTCOMES AND ACHIEVEMENTS

Fiscal Year—

2000 2001 (Projecteq) 2002 (Budget

Request)
Congressional Appropriation (millions) $75 $90 $95
Resultant Total Direct Investment (billions) $1.3 $1.4 $1.5
Organizations Added to NeighborWorks(D) Network ! 16 (215 total) 12 (230 total) 10 (240 total)
Families Assisted in Purchase or Rehabilitation of their Homes 34,000 36,100 238,100
Families Counseled Pre- and Post-Purchase .........cccccovevviveviennns 60,280 63,900 366,000
Rental Units Owned or Managed by NeighborWorks(J Organizations 24,935 27,450 29,450
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TABLE 2.—OUTCOMES AND ACHIEVEMENTS—Continued

Fiscal Year—
2000 2001 (Pojeteq) 2z (et
Communities Served 1,559 1,723 1,780
NHSA Purchases # (millions) $83.3 $50 $60
Number of Loans 12,375 6,600 7,350
Value of Loans (millions) $408 $276 $312
Program Reviews 159 200 210
Audits Reviewed 199 220 240

LFor fiscal year 2002 we have projected very modest increases in the increase of member organizations for two reasons. First, while the
demand for affiliation continues to grow, we want to insure that important efforts like the Section 8 home ownership pilot succeeds and
NeighborWorks(] network members continue to have access to the basic levels of training, financial and technical resources that are critical
to their long term health and productivity. Second, existing NeighborWorksC] members are rapidly expanding their efforts to serve much broad-
er geographies. The number of communities served has increased from 825 ities to 1,659 ities since fiscal year 1998, while
the number of organizations has increased by 29 organizations. The ability and willingness of NeighborWorks[] organizations to reach out to
other organizations, to new communities and to additional neighborhoods has been exceptionally well-received in sites like Montana, New Mex-
ico, Baltimore and many others. We anticipate that this is a trend that will continue into the future.

2Plus 500 Section 8 Buyers.

3Plus 3,500 Section 8 clients.

4The objective of NHSA and Neighborhood Reinvestment Corporation is not to use federal funding to supplant private funding, but rather to
attract it. The lower volume of loans purchased by NHSA indicates the willingness of the private sector—specifically private lenders—to en-
gage in lending activities in distressed neighborhoods.

CONCLUSION

This is an exciting and challenging time, as Neighborhood Reinvestment and the
NeighborWorks[D network continue to build upon the strengths of the past while
looking ahead—to confront the problems and opportunities of the future. I am very
eager to lead this organization along its well-chosen route while scouting ahead for
new ways we can be successful in our work and add value to the field of community-
based development.

AFFORDABLE MULTIFAMILY DEVELOPMENTS

Senator BOND. Well, that was a well-timed presentation. You
landed right on the money.

Throughout the country, and in my own State of Missouri, there
is a real shortage of affordable rental housing for low income fami-
lies. I am very concerned that not enough affordable housing is
being produced, especially for those that we would consider ex-
tremely low income.

We are going to be working on developing an affordable housing
production bill in the next few weeks, and any input you can give
us would be most appreciated.

My first question to you would be: What lessons have NRC and
NeighborWorks[l organizations learned about providing rental
housing for extremely low income families, while maintaining the
properties’ long-term viability? That has been a real problem in
some—in some areas in the past. What have you learned? What is
your experience?

Ms. LAZAR. We have learned a number of things. One is that you
want to make sure that the operating costs for the properties are
really adequate to fund all the necessary reserves, particularly, if
you are dealing with older properties; that all of the necessary
physical work that needs to get done, gets done well through the
rehabilitation; and that reserves are set aside to maintain those
properties.

To that end, you want to be able to make sure that the operating
costs are sustainable by the rents and that you manage the prop-
erties with as little debt as possible.
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We talked earlier about the FHA Disposition Program. I think it
is very, very important that we spend some time studying what we
can do with the housing stock that now exists and how those prop-
erties could be acquired for as little money as possible, so that they
can be maintained as affordable housing stock and be maintained
for the future in an economically viable way.

We have found, in low cost communities, that we are able to
push the envelope a bit and are able to acquire properties and then
bring in folks at a variety of incomes and help cross-subsidize the
project, so that we have some tenants paying higher rent, and
other tenants paying lower rent. This allows us to bring in more
lower income tenants through the cross-subsidy of the higher rent.

Higher cost areas are more of a challenge. What we have seen
is that the Section 8 subsidy has worked well there. There are
other ways of looking at other types of operating subsidies that
may be able to keep rents affordable by reducing the debt consider-
ably, by being able to acquire properties at low or no cost, and by
subsidizing the development costs up-front.

EXAMPLES OF SERVING EXTREMELY LOW-INCOME RENTERS

Senator BOND. Well, we are going to be looking at a number of
those things. And I have heard stories about charitable, not-for-
profit organizations having to get Federal grants to buy distressed
properties for FHA—from FHA. And I am saying, what are we—
where does that make—where does that make any sense? I mean,
there ought to be—we ought not to be—we ought not to be doing
that.

Can you give us some examples of properties owned by
NeighborWorks[] organizations that serve families with incomes
below 30 percent of poverty and—and how they approach serving
this population?

Ms. LAZAR. Sure. I am happy to.

We have properties in Cambridge, Massachusetts, that are serv-
ing families with incomes below 30 percent of area median. They
are able to do it by relying upon Section 8 to reach these extremely
low-income residents. In Cambridge, Massachusetts, you have very
high development costs and operating expenses. It really makes
any other approach infeasible. You have old housing stock, as well,
which costs that much more to maintain and retrofit.

In Sacramento, we use a combination of Section 8 and very low
debt levels to reach extremely low income residents. We blended a
couple of techniques.

In North Dallas, we have been able to acquire properties with
very low debt levels at zero percent interest, and a higher income
mix, which allows for the internal cross-subsidization, and allows
us to reach extremely low income people.

Senator BOND. How much money is NRC dedicating to its multi-
family activities, and what other resources do you use, I guess, in
addition to Section 87

Ms. LAZAR. That is a good question. Our organizations get a lim-
ited amount of funding from us, directly, for multifamily activities.
We provide expendable grants to them and capital grants to them.
They average somewhere in the neighborhood of $70,000 for the ex-
pendable grants; $100,000 for the capital grants.
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We do not have a lot of money right now to put into developing
multifamily properties. It would be nice to be able to look to other
grant sources to fund these potential projects.

We have a tremendous need for flexible dollars that could be
used to acquire properties as they become available. We tend to
lose properties because the deal is not fully funded and nobody has
any money to acquire properties that are on the market.

Often, 1t takes 10 to 12 months to acquire a project for multi-
family housing and to put all the financing pieces together. A buyer
might be very anxious to sell, and the groups that we work with
do not necessarily have the equity or a source of flexible grant
funds that can be repaid later to do the acquisition. This type of
money would be very useful.

SECTION 8 HOME OWNERSHIP

Senator BoND. With respect to Section 8, you have received a $5
million set-aside to expand the partnerships between
NeighborWorksl and PHAs in implementing the Section 8. And
you have asked for $10 million.

Could you give us an update on how the—how it is working, and
if you have any suggestions on improving the program?

Ms. LAZAR. Sure. I will be glad to.

This, as you might guess, is a very labor-intensive effort. The
lenders who are often providing the first mortgages do not really
understand Section 8 as a potential tool for repayment. They have
not necessarily worked with this population before, so we have to
do education on that end.

On the other end, we have PHAs, who really do not have very
much experience with lending, mortgage origination, and servicing.
So, we have a lot of pieces that we have to put together, in terms
of the education of the organizations we are working with.

This year, with the $5 million, we have awarded 11 grants to
about 21 NeighborWorks[] organizations working in 25 commu-
nities around the country. We anticipate that this is going to create
home ownership opportunities for about 680 families and we will
have an opportunity to counsel about 6,800 families through this
process.

We have been working all around the country. We have been
doing very intensive training with the prospective buyers, many of
whom have already been through some family self-sufficiency pro-
grams and other pre- and post-purchase counseling programs. We
are finding that the time it takes to really groom these folks for
home ownership takes about three times the amount of time that
it takes other people.

It is very labor-intensive, but ultimately, I see the pay-off as real-
ly wonderful, in terms of putting families in homes and giving
them the opportunity to grow their assets and come up into the
mainstream of American economic life.

Senator BOND. Thank you very much, Ms. Lazar. And as I—I
will submit further questions for the record.

Now, I turn to Senator Mikulski for her questions.

Senator MIKULSKI. Thank you very much.

And, Mr. Chairman, I just want to put my opening statement
into the record, please. Thank you.
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[The statement follows:]

OPENING STATEMENT OF SENATOR BARBARA A. MIKULSKI

I want to welcome Neighborhood Reinvestment Corporation Executive Director
Ellen Lazar.

The Neighborhood Reinvestment Corporation and its NeighborWorks organiza-
tions have extremely impressive records.

It has a mission of providing an opportunity structure that helps those who prac-
tice self-help.

The Neighborhood Reinvestment Corporation really maximizes the taxpayer’s
“bang-for-the-buck”—it leverages 14 private dollars for %1 of public investment.

On a local level, in my hometown of Baltimore, the NeighborWorks organization
is extremely effective in assisting neighborhoods facing shortages of decent, afford-
able housing.

Unfortunately, we live in a world with distressed communities that are under-
served by the mainline private financial institutions.

People living in these communities want to move up the ladder of opportunity—
gut they can’t access the help they need to reach to own a safe, decent, affordable

ome.

I believe there are 3 types of neighborhoods—stable, stressed, and siege.

NeighborWorks organizations help keep stable neighborhoods stay that way and
ensure that stressed neighborhoods don’t become sieged by empowering residents to
rehabilitate and purchase homes.

I think that our other Federal agencies with the mission of promoting the Amer-
ican Dream of homeownership can learn from the Corporation’s experience pre-
venting predatory lending—a despicable practice where scam artists gouge the poor.

Senator BOND. Without objection. I apologize for not calling on
you at the time.

Senator MIKULSKI. No. No. No. No. No. No.

Senator BOND. It is my fault.

Senator MIKULSKI. I had to step outside for a moment.

Ms. Lazar, we just think it is great that you are the Executive
Director of Neighborhood Reinvestment. Neighborhood Reinvest-
ment has been one of these quiet, often overlooked agencies. And
it has had good stewardship in the past.

When I first came to this subcommittee and worked, then, with
my colleague, Senator Garn, it was like—something like a $19 mil-
lion appropriation. And this has always had strong Congressional
support, even though it is not always in the public eye.

You bringing your background from CDFI, I think, is just going
to be terrific, because you understand, essentially, housing financ-
ing, and at the same time, strong grassroots support. So, we think
you are the right Director for this new century.

PREDATORY LENDING

I want to go to predatory lending. And you might or might not
know that—with the cooperation of the chairman, we have really
tried to do something about predatory lending—flipping, as it is
called in Baltimore. We were a—we were one of the worst places
in America, particularly for FHA—the use of FHA to gouge the
poor and defraud the taxpayer. We are working on that. And I
viflant to thank Secretary Martinez for really staying the course of
this.

Could you tell me, though, what you are doing in predatory lend-
ing? And I know that there are two issues; one, FHA, which we
have concentrated on, here; then there is the sub-prime issues,
which were really beyond the scope of an Appropriations Com-
mittee. But I know Housing and Banking is looking at it.
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And could you tell us, though, how you are involved, and what
tools or other things that you might need to help with it? And I
would like to, if we could, concentrate on the FHA. And I will then
tell you why.

In Baltimore, after the poor were gouged and they went into de-
fault or bankruptcy because of these gimmicks—17 percent inter-
est—I mean, I will not even—I will not take you through the mel-
ancholy anecdotes.

But then there was FHA—and in deteriorating neighborhoods, it
contributed to decay. So, they went from deterioration to decay.
Then we had teeter-totter neighborhoods, meaning that they—they
had been through blockbusting; they had been through trauma,
aging in place, kids moving out, speculators coming, and the goug-
ers. Very stressed neighborhoods.

And then there is an FHA house standing abandoned, which
then contributes more to the totter, when we are trying to move
stressed neighborhoods to stable.

What—what—what have you been doing? What more would you
like to do, that we could help you do, both in terms of helping the
poor not be gouged, sticking it to the predatory lenders through
proper law enforcement, and third, the FHA disposition?

Ms. LAZAR. Okay.

Senator MIKULSKI. Even suggestions you might have for us to
take to Mr. Martinez.

Ms. LAZAR. Okay. I am happy to do that.

There are a number of areas that we have been working in on
the predatory lending front; primarily in education. We have been
the convener of a lot of symposia.

Senator MIKULSKI. For who?

Ms. LAZAR. For people in the community development field and
government in order that they may educate residents. Our research
is widely disseminated for the field. I could share some of that with
you. I think it would be interesting for you to have.

We worked, most recently, down in Georgia. We had, at one of
our training institutes in Atlanta, a day-long discussion on preda-
tory lending in Georgia.

We have done things all over the country to bring together folks
to talk about predatory lending, but there is more than talking
about it that needs to get done.

In our pre- and post-purchase counseling modules, we are mak-
ing people very aware of the issues around predatory lending.

In addition, when we have loans that come in to us to refinance,
where we are holding the second note and the loans have been sub-
ordinated to us, we have an opportunity to really look and evaluate
those prospective loans and may be able to stop predatory loans
from going forward.

Where families have already gotten stuck with what looks like
an egregious loan, we have worked with Freddie Mac to put to-
gether a loan program called the Home Equity Loss Prevention
Program—HELP. The HELP Program basically provides an oppor-
tunity for a family to refinance a loan with this Freddie Mac prod-
uct, which would allow them to take some cash out for home im-
provements or other financial needs, but still maintain their equity
in their home.
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We are also working closely with Freddie Mac on their “Don’t
Borrow Trouble” campaign around the country.

Personally, I have been a great advocate at finding more dollars
for public education and advertising in this arena. I think that pub-
lic service announcements are key to reaching the folks that are
the targets and the victims of predatory lending practices. I think
more resources in that area would be very, very useful.

I also think more funding for the Federal Trade Commission and
the Justice Department’s enforcement activities here would be very
helpful. There is so much activity out there and if they do not have
the ability to go after it and make it stick, it makes it that much
harder to enforce.

I would be very enthusiastic about looking at more enforcement
tools, as well as more broader public education tools through the
media.

Senator MIKULSKI. Well, I think some of this can be done. And
really, we can recruit the private sector, particularly Freddie Mac,
Fannie Mae. I believe the mortgage bankers really want to partici-
pate in this.

And we will be talking about predatory lending with Secretary
Martinez and continuing our Baltimore effort, but one of the things
I would like you to think about, and if it is an appropriate role for
Neighborhood Reinvestment—you are the home for a lot of the non-
profits in this country that are involved in housing.

And one of the important things—and this goes to faith-based—
okay—et cetera, which is pre-counseling for home ownership,
whether it is to avoid flipping, whether it is—even if you are get-
ting into Section 8, it is not buying a home. We all know this. It
is keeping a home. And really, for Neighborhood Reinvestment to
be training the trainers.

The other is—and we are just brainstorming here for a moment,
but we would need to know more about this. As we look at faith-
based initiatives—I am sure my colleague has experienced what I
have—every little church, some even with storefronts, want to
come in to get in on it. They think there is this big pot of money
that we are going to give out there in the community.

What we find is they do not know what a community develop-
ment corporation is. They—and even if there is a large church, like
in the AME tradition, which has always been excellent, in terms
of community involvement. Capacity building, you know.

And I would like—which also, for many people in the Latino com-
munity, the African-American community, the faith-based organi-
zations are where they are going to learn the most; not through
some government person coming to an improvement association
meeting that has got seven people coming to it, when Reverend
Reid has got 10,000 people in the AME Church on Sunday.

Ms. LAZAR. Yes.

Senator MIKULSKI. So, my point is that capacity building, as well
as public information on home ownership, of which avoiding preda-
tory lending would be one component, and then perhaps a linkage
to the faith-based, as we are gearing up on faith-based, but even
to make highest and best use of faith-based, one of which is their
incredible ability to communicate with their congregations.

Ms. LAZAR. Yes. I understand what you are saying, Senator.
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Senator MIKULSKI. And the trust involved there. And many of
them have credit unions.

Ms. LAZAR. Yes. We do a huge amount of training.

Senator MIKULSKI. Is that beyond your scope or——

Ms. LazAR. We do a lot of training for trainers, and a lot of train-
ing through our Home Ownership Campaign.

We have begun some dialogs with a number of faith-based orga-
nizations, the National Council of Black Churches and other orga-
nizations to see how we can work together to serve communities.

We will continue fostering those relationships and get back to
you about how we are doing and where we are able to make some
inroads.

A lot of our organizations already have strong relationships with
their faith-based congregations. We can see how and document for
you how they are working together on this issue.

Senator MIKULSKI. Mr. Chairman, I know my time is up. One of
the things I would like Ms. Lazar—if she could suggest to both you
and I, the recommendations of Neighborhood Reinvestment for
HUD, if you think—on what to do with this FHA disposition area.

Senator BOND. I think that is a

Senator MIKULSKI. Really. Really.

Senator BoND. That is a—that is something that I keep hearing
things that

Senator MIKULSKI. Me, too.

Senator BOND [continuing]. Make me scratch my head and won-
der what is—what is happening.

Senator MIKULSKI. Yes. And where HUD, FHA—homes lan-
guishing, as I just said, in our communities—not only predatory,
are then—really help destroy the neighborhood—and somewhat—
SO——

Senator BOND. That—we would—as I have—we have asked for—
we have asked for advice and guidance in a number of areas. And
we look forward to hearing your suggestions. And obviously, we
will continue to be in touch with you and——

Ms. LazAR. Well, we are happy to do it.

Senator BOND [continuing]. Thank you very much for—for your
good work and—and for your wise counsel, which I assume we will
be receiving shortly.

Thank you very much.

Senator MIKULSKI. Yes. Thank you for all the great things in
Baltimore and Salisbury.

Ms. LAZAR. Great. Glad you are happy.

Senator MIKULSKI. Thank you.

SUBCOMMITTEE RECESS

Senator BOND. And with that, the hearing is recessed. Thank you
very much.

Ms. LAZAR. Thank you very much.

[Whereupon, at 11:30 a.m., Thursday, April 25, the subcommittee
was recessed, to reconvene subject to the call of the Chair.]
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OPENING STATEMENT OF SENATOR CHRISTOPHER S. BOND

Senator BOND. Good morning. The Subcommittee on Veterans Af-
fairs, HUD and Independent Agencies will come to order.

This morning we will be hearing testimony from the Department
of Veterans Affairs on its fiscal year 2002 budget request. We are
delighted to be able to welcome this morning Secretary Tony
Principi for his first appearance under the new administration be-
fore the subcommittee.

Tony is an old hand at VA, having served under the last Bush
administration as Deputy Administrator, and then as Acting Sec-
retary. Tony, your wealth of knowledge and expertise about the
issues confronting the Department are a mixed blessing. On the
one hand, it has not taken you long to get up to speed. On the
other hand, I do not think you expect much of a honeymoon. We
are expecting that you will be able to address quickly and effec-
tively the myriad of significant challenges before you and, as we all
know, there are more than just a few.

VA’s budget proposal totals $51 billion, including $23.4 billion in
discretionary spending, an increase of $1 billion over the current
fiscal year. In addition, VA’s medical collections are expected to in-
crease significantly to a total of $896 million next year. Coupled
with collections, medical care for veterans would total a record
amount of nearly $22 billion. This increase demonstrates the Presi-
dent’s commitment to veterans’ health care. It is one of the largest
increases we have seen requested for medical care.

Now, some have questioned whether this budget is enough to
provide high quality, accessible care to all veterans who seek it. I
think the President’s budget is a very good start. We look forward
to discussing it with you and working with you when there are
other areas of the budget that need fine-tuning.

Frankly, this year’s budget is a more honest budget than we
have seen from VA in quite sometime. The reason is, VA has ac-
knowledged its spending patterns have not matched up with its
budget as requested in three key areas and has adjusted its budget
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accordingly. Improving the VA budget process is critical to ensure
there is accountability for the funds provided.

VA’S MEDICAL CARE PROGRAM

For example, I am very troubled that spending has not matched
VA’s plans, particularly in the area of hepatitis C. We need to un-
derstand better why this has happened. There are many different
explanations I have heard. The reasons may be, there was not ade-
quate attention paid to hepatitis C, but in any event, the amount
of money spent on hepatitis C was totally different from what was
requested for it.

Mr. Secretary, as you found upon your return to VA the Veterans
Health Administration has made some tremendous changes over
the past 6 years. A number of initiatives begun under former Sec-
retary for Health Dr. Kenneth Kizer have resulted in moving VA
from primarily a hospice system to a comprehensive care out-
patient system.

I think that is a real success story, that the VA has been able
to increase significantly the total number of veterans served by VA
medical care. One million people, or 36 percent more veterans
today are getting VA care compared to 1995. That is a huge num-
ber, and at the same time I think VA has been able dramatically
to be able to improve the quality of patient care, and the accessi-
bility of its services.

Today, VA has tripled the number of community-based out-
patient clinics it had in 1995, making care available closer to home
for thousands of veterans nationwide. I can tell you, in Missouri it
has been very warmly received, and it has been a badly needed im-
provement in the care, but there is a lot more to be done, and some
of the really tough issues have not yet been tackled, especially the
need to restructure VA’s capital assets to make better use of health
care resources and eliminate wasteful expenditures on outmoded
and unneeded buildings, and there were about 4,700 in VA’s inven-
tory last time we checked, total buildings. Not all of them are need-
ed, but I am sure some of them are.

According to the GAO, VA is wasting $1 million a day to main-
tain unneeded buildings, and that could be a conservative estimate.
We look forward to getting an update on the capital asset realign-
ment for enhanced services, or CARES initiative. As I understand
it, VA should be concluded phase 1 of CARES, which is basically
a review of VISN 12 in Chicago.

Tony, you probably know we have been studying since at least
1995 whether we really need four VA hospitals in Chicago. We
need to be sure that CARES, which, if it works properly, should re-
sult in a comprehensive long-term strategic plan for the Veteran
Health Administration, is on track and working the way it should.

I am pleased that you have included significant resources, $115
million, in your budget for CARES-related infrastructure projects
which emerge from this planning process. This should reassure ev-
eryone we have every intention of moving forward with the infra-
structure improvements that will be recommended out of the
CARES process.

Also, VHA must adapt further to address the declining and aging
veteran population, including the implementation of new programs
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which will help aging veterans get long-term care in noninstitu-
tional settings wherever possible, such as the Millennium Act,
which was enacted in 1999 to better meet aging veterans’ needs,
and we hope that we can see progress, but it has been slow in im-
plﬁmenting the requirements of the act, and we need to understand
why.

So the issue of access, while great advances have been made im-
proving the accessibility of services, is a work in progress. About
13 percent of veterans who currently use VA must travel more
than 30 miles to reach VA medical care. GAO has done some work
for us which will be included in testimony for the record today
which identifies significant disparities across the system.

VHA also must consider the increasing number of so-called Pri-
ority 7’s. These are folks who formerly were not able to get to VA
medical care. In the past several years, VA has increased the num-
ber of higher-income, nonservice-connected veterans to about 20
percent of all its users from less than 4 percent in 1996. We should
be proud that this deserving population is able to get care today.
However, we need to consider whether they should bear a greater
level of the cost, as the current level of collections from their insur-
ance and copayments covers only about 10 percent of the cost of
their care, and that care provided to them is not coming at the ex-
pense of low-income service-connected veterans who often rely ex-
clusively on VA for their care.

These are but a few of the issues before the Veterans Health Ad-
ministration.

VETERANS BENEFITS ADMINISTRATION

With respect to the Veterans Benefits Administration, the budget
includes almost $1.1 billion for VBA, $133 million, or 13 percent in-
crease over the current year. This increase again signifies the ad-
ministration’s strong commitment to veterans’ programs.

Mr. Secretary, you have indicated that addressing the backlog is
your highest priority, and have announced a goal of processing re-
gional disability claims within 100 days by the summer of 2003. We
are getting the backlog down to 250,000. This is an admirable goal,
i:ut}t{ing both those in half. The question is, is it achievable? Good
uck.

VBA is currently taking more than 200 days to process a claim,
and the backlog is about 500,000. While VBA is making some
progress in timeliness and claims processing, progress has been
hindered by the duty to assist legislation enacted last year, and
then the former Secretary’s decision to grant disability compensa-
tion for Vietnam veterans with Type II diabetes.

It seems VBA’s problems never end. Last year, VBA claimed its
failure to reach its 1999 goals were the result of organizational and
cultural shifts in VBA, along with the increased difficulty and com-
][O)lexity of the workload. This year, it is the duty to assist and dia-

etes.

While I understand the latest crisis resulted from legislation
which greatly expands VBA’s requirements, and which was not
fully supported by VBA, duty to assist was not unanticipated. Also,
many improvements which have been suggested over the years,
such as moving case management, centralizing certain functions,
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and holding managers accountable for their performance, still have
not been fully implemented.

Mr. Secretary, your efforts to take a fresh look at this through
the task force you have created are greatly appreciated and abso-
lutely necessary. We want to work with you to provide the re-
sources you need to implement these needed reforms. It is my view
that you must have a long-term strategy, not just more Band-Aids
to address the immediate crises, that will take VBA well beyond
the current problems.

We look forward to seeing your detailed plan, including resources
requirements, later this summer. We hope when you return next
year to testify on the fiscal year 2003 budget, there will be some
good news.

NATIONAL CEMETERY ADMINISTRATION

Finally, for the National Cemetery Administration, VA is re-
questing a 1l-percent increase, for a total of $121 million. This in-
cludes $10 million for the National Shrine commitment, which en-
sures that the backlog of deferred maintenance needs be addressed
and the resting places of our fallen heroes may be maintained in
an appropriately dignified manner.

Also, construction funding totalling $87 million is requested for
seven cemetery projects.

In conclusion, as I stated at the outset, I believe this is a robust
budget for VA which targets some critical needs. I look forward to
discussing with you and my colleagues whether additional funds
might be needed to ensure the important goals you have set forth
for the coming year can be met.

Before closing, let me raise an additional issue. During last
year’s hearing, I raised some concerns about the quality of care our
Nation’s veterans received in nursing homes. In the aftermath of
that hearing, we focused whether policies and procedures were in
place to coordinate the oversight efforts of all Federal and State
regulatory agencies when monitoring problem nursing homes.

Since then, we have worked with the General Accounting Office
in examining the VA’s policy for overseeing the quality of care pro-
vided to veterans. We look forward to the final results of the GAO
study and sharing the findings with the VA. We have a series of
questions about the VA’s current and proposed policies which will
address the goal of enhancing and encouraging the VA’s rigorous
oversight of nursing homes that care for our veterans across the
United States.

[The Information follows:]

VA HEALTH CARE—COMMUNITY-BASED CLINICS IMPROVE PRIMARY CARE ACCESS
(GAO-01-678T)

(By Cynthia Bascetta)

Chairman Bond, Ranking Member Mikulski, and Members of the Subcommittee:
We are pleased to contribute this statement for the record of the Subcommittee’s
deliberations on the President’s fiscal year 2002 budget request for the Department
of Veterans Affairs (VA). This budget proposes $22.3 billion for health care system
expenditures by the Veterans Health Administration (VHA) to serve an estimated
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4.1 million veterans and other beneficiaries.! This system comprises 22 health care
networks, which operate over 700 medical facilities, most of which are community-
based outpatient clinics (CBOC).

As you know, VHA launched a major initiative in February 1995 to expand its
network of CBOCs. Before 1995, VHA operated about 175 community-based clinics,
as well as 172 hospitals, which also offered outpatient services. Since VHA launched
its initiative, about 400 CBOCs have opened and another 145 CBOCs are currently
planned. These newly opened and planned clinics, hereafter referred to as Initiative
CBOCs, were to operate essentially as physicians’ offices focusing on primary care
and were to be located in close proximity to VHA’s patients.

VHA’s stated goals for its Initiative CBOCs emphasized making access to care
more convenient for its existing users, especially those with compensable service-
connected disabilities or incomes below established thresholds.2 For these high pri-
ority veterans—VHA’s traditional population—Initiative CBOCs were expected to
improve access, for example, by reducing the need to travel long distances or to
travel in congested urban traffic.

My comments focus on (1) the accessibility of VHA primary care for patients who
used VHA health care in the past, including the potential improvements that would
result from opening planned Initiative CBOCs, and (2) the characteristics of Initia-
tive CBOC users. To conduct our work, we surveyed VHA’s 22 networks concerning
their existing and planned CBOCs, analyzed VHA’s outpatient care database for use
patterns and demographic information, and analyzed information in a VHA data-
base that identifies the geographic location of VHA’s patients to determine the effect
of1 recently opened and planned CBOCs on their proximity to VHA’s health care fa-
cilities.

In summary, Initiative CBOCs have contributed to improved accessibility of VHA
primary care for patients who used VHA facilities in the past; however, access re-
mains unevenly distributed across the networks. Planned CBOCs should help to fur-
ther improve access, although network variation is not likely to be diminished
much. While 87 percent of VHA’s patients systemwide live in reasonable proximity
to primary care clinics,3 13 percent—about 432,000 patients concentrated in 6 net-
works—still live more than 30 miles from a VHA primary care clinic. VHA’s cur-
rently planned CBOCs could provide reasonable proximity to primary care for an
additional 68,000 patients, but the majority of those who live more than 30 miles
from a primary care clinic would still reside in 6 of the 22 networks. The difficulties
in providing cost-effective VHA-staffed CBOCs or contract care in areas with few pa-
tients make it hard to improve accessibility, according to network managers.

Although Initiative CBOCs largely serve patients who have received VHA health
care in the past, they have also facilitated access for new patients.# In fiscal year
2000, for example, about 135,000 Initiative CBOC users were new patients, includ-
ing 56,000 higher-income veterans. During the same year, 158,000 new higher-in-
come patients used other VHA outpatient facilities, but not Initiative CBOCs. Al-
though their numbers are growing, new higher-income patients remain a relatively
small segment of both patients using Initiative CBOCs and patients using any VHA
outpatient health care.

BACKGROUND

Regional directors of VHA’s 22 health care networks (known as Veterans Inte-
grated Service Networks, or VISNs)5 were given responsibility for CBOC planning.
VHA guidance stated that attracting new patients should not be the sole or primary
goal of a new CBOC. This guidance instead noted that planners should exercise cau-
tion because any new patients attracted to CBOCs must be accommodated within
existing resource constraints.

Since VHA’s CBOC initiative was launched in February 1995, the number of
CBOCs has more than tripled. As of February 28, 2001, VHA had 573 operating

1About 9 percent of VHA’s patients nationwide are nonveterans, for example, dependents of
veterans who died of service-connected disabilities, patients provided humanitarian care, em-
ployees given preventive immunizations, and beneficiaries seen through sharing agreements
with the Department of Defense.

2VHA uses a sliding scale of income thresholds, depending on number of dependents.

3VHA’s primary care clinics include Initiative CBOCs, hospital-based clinics, and pre-existing
community outpatient clinics.

4New patients are defined as those who did not obtain health care through VA for 3 fiscal
years before a visit. Past patients, in contrast, are those who did receive VA health care at any
time during the 3 preceding fiscal years.

5In 1995, VHA created 22 VISNs, a new management structure to coordinate the activities
of and l2{1110cate funds to VHA medical facilities in each region. See appendix I for a list of these
networks.
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CBOCs, including nearly 400 Initiative CBOCs. According to network officials, firm
plans for another 100 CBOCs have already been authorized by the Congress or have
been submitted to VHA headquarters or the Congress for consideration.® Tentative
plans for 45 CBOCs are in the development phase.” Network managers expect most
of these plans to be implemented within the next 3 years. Networks vary in their
numbers of existing and planned CBOCs, as figure 1 shows.

Hepatitis C Virus Antibody Screening for the Veteran Population
History of Pciitive Test for Hepatitis C Virus Antibody

v v

YES NO

PRESENCE OR HISTORY OF ANY OF THE FOLLOWING:

Transfusion of blood or blood products prior to 1992

Injection illicit drug use - past or present — any number of injections ~ skin or
intravenous site

Unequivocal blood exposure on or through skin or mucous membrane — medical
worker, combat casualty care, needle stick injury

Multiple sexual partners — past or present

Hemodialysis

Tattoo or repeated body piercing

Intranasal cocaine use — past or present

Unexplained liver disease

. Unexplained abnormal ALT value

0. Intemperate alcohol use

N =

w

20N ON

YES NO

Low priority for HCV antibody screening; not
Recommend: recommended unless at patient's request

1. Counseling for risk behavior
2. Screening HCV antibody (e.g. EIA)
3. Measure ALT if not yet done

A\ A4
HCV antibody positive HCV antibody negative

Perform confirmatory test (e.g., RIBA)
if low-risk patient or normal ALT

v vy .
Test positive Test negative

\ Patient unlikely to have true positive HCV

antibody. Repeat testing
based on individual risk

¥ Individual patient care decisions
regarding counseling, further testing
and potential treatment options are
necessary. These should be based upon
current literature or performed within
approved research protocols

Although new CBOCs continue to open, the peak of expansion seems to have
passed. From March 1998 through February 1999, 124 Initiative CBOCs opened.
Fewer have opened each year since. If networks implement all planned CBOCs
within the next 3 years, then new openings will average about 50 CBOCs annually.

Existing CBOCs (including both Initiative and pre-existing CBOCs) differ some-
what in the services they provide. The vast majority—more than 90 percent—offer

6 Of these planned CBOCs, 12 have already opened. Because they opened after our reference
date of February 28, 2001, we counted them among the firmly planned CBOCs.

7Network managers also indicated that an additional 70 locations are being considered. Be-
cause the plan development phase has not begun, we excluded them from our analyses.
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primary care, and about half offer mental health services.® In addition, one-third
offer other services as well.?

Systemwide, VHA staff operate about 75 percent of VHA’s current CBOCs using
VA-owned or leased space. Contract arrangements are, however, becoming increas-
ingly common. Contractors operated only about 1 in 25 CBOCs opened before Feb-
ruary 1995. In contrast, one in three Initiative CBOCs are contract-run, and one in
two of VHA’s planned CBOCs are expected to involve contracted staff and space.

VHA'’s initiative to expand CBOCs was one component of a broader set of changes
intended to improve veterans’ access to health care. Notably, the Veterans Health
Care Eligibility Reform Act of 1996 authorized a uniform package of health care
benefits for all veterans. As a result, VHA’s traditional veteran patients became eli-
gible for a broader array of services (including preventive care) than was previously
available. In addition, veterans with incomes higher than established thresholds
could also receive the same uniform benefit package if VHA determines that it has
more resources than it needs to serve traditional patients.

Over the last 6 years, VHA’s patient base has increased dramatically. For exam-
ple, VHA served 2.8 million patients in fiscal year 1995 compared to 3.8 million in
fiscal year 2000, a 36 percent increase. VHA’s fiscal year 2002 budget projects that
about 4.1 million patients will be served, representing an increase of almost 50 per-
cent since 1995.

CBOCs are Improving Primary Care Access, but Results Vary Among Networks

As the number of Initiative CBOCs has increased, the percentage of VHA’s pa-
tients who live in reasonable proximity to a VHA primary care facility has increased
to 87 percent. In 1995, we found that about two-thirds of VHA patients had reason-
able proximity to VHA health care facilities, which we then measured as living
within 25 miles of an outpatient clinic.10 After we recommended that VHA establish
a time or distance standard for CBOCs,!! VHA began to report the number of pa-
tients who lived within 30 miles of its facilities.

VHA’s most recent report!2 showed that about 86 percent of its total fiscal year
1999 patient population, 3.4 million patients, lived within 30 miles of a VHA out-
patient facility. Since that time, VHA has opened about 100 additional Initiative
CBOCs, and we estimate that the percentage of those patients living within 30
miles of a VHA primary care clinic has increased to 87 percent.13

However, the percentage of the patients who live 30 miles or less from a primary
care clinic is not evenly distributed among VHA’s networks. As figure 2 shows, the
percentage of patients who are within 30 miles of VHA primary care ranges from
less than 70 percent in some largely rural networks, such as the VHA Upper Mid-
west Health Care Network (VISN 13), to nearly 100 percent in largely urban net-
works, such as the Veterans Integrated Service Network—Bronx (VISN 3).

8The Veterans Health Care Eligibility Reform Act (Public Law 104-262) authorized VHA to
provide preventive care. Consistent with this, more than 97 percent of Initiative and planned
CBOCs offer primary care, compared to 82 percent of pre-existing CBOCs. In contrast, more
than 80 percent of pre-existing CBOCs offer mental health services, compared to 45 percent of
Initiative CBOCs.

9These other services typically include ancillary or preventive services (such as laboratory
testing or nutritional counseling), although some CBOCs offer limited specialty care as well.

10VA Health Care: How Distance From VA Facilities Affects Veterans’ Use of VA Services
(GAO/HEHS-96-31, Dec. 20, 1995).

11VA Health Care: Improving Veterans’ Access Poses Financial and Mission-Related Chal-
lenges (GAO/HEHS-97-7, Oct. 25, 1996).

12 Geographic Access to Veterans Health Administration (VHA) Services in fiscal year 1999:
A National and Network Perspective, report by the planning systems support group, a field unit
of the VHA Office of Policy & Planning (April 2000).

13 Qverall, 88 percent of VHA’s patients live within 30 miles of a VHA outpatient facility, but
not all of these facilities offer primary care.
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.
Figure 2: Percentage of Each Network’s Patients Who Live Within 30 Miles of a VHA
Primary Care Clinic Given CBOCs Operating on February 28, 2001
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Source: GAO analysis of information provided by VHA and network managers.

Moreover, approximately 432,000 patients—or about 13 percent of VHA’s patient
population—live more than 30 miles from a VHA primary care clinic. As figure 3
shows, almost 60 percent of these 432,000 patients live in six networks.
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Figure 3: Percentage of the 432,000 Patients Who Live More Than 30 Miles From a
VHA Primary Care Clinic Given CBOCs Operating on February 28, 2001

Percentage of VA's 432,000
patients who llve more than
30 miles from a VA primary
care clinic

-

Numbered Areas Specify VISN Designations

Percent
20

Source: GAQ analysis of information provided by VHA and network managers.

If networks implement all firm plans for 100 new CBOCs, then more than 50,000
additional patients will be within reasonable proximity to VHA primary care. In ad-
dition, another 18,000 patients will have reasonable proximity to primary care if the
tentative plans for 45 more CBOCs are also implemented.14

However, opening all planned CBOCs would not eliminate uneven access across
the networks. Specifically, we estimate that 364,000 patients would remain more
than 30 miles from VHA primary care, and the same six networks would still ac-
count for the majority (60 percent) of these patients. Moreover, more than 68,000
patients (19 percent) live in one network—the Veterans Integrated Service Net-
work—dJackson (VISN 16)—and more than 148,000 patients (41 percent) live in the
other five networks.

Managers in these networks noted challenges to improving the proximity of VHA
primary care to their patients. In some areas, there are not enough VHA patients
to support a cost-effective VHA-run CBOC. Even where there are enough patients,
network managers reported that there can be difficulties recruiting VHA medical
personnel to staff CBOCs or obtaining appropriate, affordable space. They also noted

141f all plans for CBOCs were implemented, about 89 percent of VA’s patients would live with-
in 30 miles of a VA primary care clinic, an increase of about 2 percentage points over current
levels.



75

obstacles to arranging contract care. For example, some network managers men-
tioned difficulties in finding local providers who were willing to enter into contracts
to provide primary care to veterans at reasonable costs.

Network managers nationwide noted that reducing the number of patients who
live more than 30 miles from a VHA health care facility is not their only goal when
planning CBOCs. Many, for example, mentioned reducing veterans’ travel time to
30 minutes or less—whether because of distance, congested urban traffic, or other
factors. VHA is in the process of estimating the time its patients must spend trav-
eling to VHA health care facilities, an endeavor made possible by recent advances
in computer mapping software. Because many patients who are within a 30-mile ra-
dius of a health care facility may need to travel more than 30 minutes to reach it,
switching to a time-based measure of access will likely reduce the number of pa-
tients considered to have reasonable access. As a result, the uneven accessibility
across networks portrayed in figure 2 is likely to change once VHA begins meas-
uring access in terms of travel time rather than distance.

CBOCs and Other Outpatient Facilities Serving a Relatively Small, but Growing
Number of New, Higher-Income Veterans

New VHA patients have represented about 30 percent of Initiative CBOC users
in each of the last 4 years, although their numbers are growing. In fiscal year 2000,
for example, 454,000 patients used Initiative CBOCs,'5 including 135,000 who were
new patients to the VHA system. In contrast, less than 10,000 new VHA patients
were Initiative CBOCs users in fiscal year 1997. As figure 4 shows, each year since
1998 VHA has experienced significant increases in the use of Initiative CBOCs by
both new patients and patients who had previously used other VHA outpatient fa-
cilities.

15Most patients who used Initiative CBOCs also used VHA’s other facilities to obtain health
care services.
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Figure 4: Number of New and Past Patients Who Used Initiative CBOCs in Fiscal
Years 1997-2000

Number of patients
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Note: The number of patients who used Initiative CBOCs in fiscal years 1995 and 1996 cannot be
counted accurately because outpatient visits to CBOCs during those years were often counted as
visits to the medical centers that had administrative responsibility for their operations. Almost all
CBOCs now report their workloads separately from those of medical centers.

Source: GAQO analysis of information provided by VHA.

The percentage of Initiative CBOC patients who were new to VHA varied across
networks. In fiscal year 2000, for example, new VHA patients who used CBOCs
ranged from 16 to 42 percent, as table 1 shows.16

16 These analyses are based on the network in which patients reside, rather than the location
of the Initiative CBOC used. That is, our numbers describe patients who live within a network,
rather than patients who use the facilities within that network. For example, patients who live
in VISN 6 may have used Initiative CBOCs in a neighboring network, such as VISN 5. Such
patients would be included only in the data reported for VISN 6.
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TABLE 1.—Percentage of Initiative CBOC Patients Who Were New VHA Patients in
Fiscal Year 2000

Number of
Percent networks

DO DD GO 00 W~ O

Note: These analyses are based on the network in which patients reside, rather than the loca-
tion of the Initiative CBOC used.

Source: GAO analysis of information provided by VHA.

Of the 135,000 new VHA patients using Initiative CBOCs in fiscal year 2000,
about 56,000 were higher-income veterans, up from 1,300 in fiscal year 1997.17
Moreover, higher-income veterans as a share of new patients who use Initiative
CBOCs have risen from 14 to 41 percent from fiscal year 1997 through fiscal year
2000 (see figure 5).18

171n fiscal year 2000, a total of about 100,000 higher-income veterans used Initiative CBOCs;
however, 44,000 had previously obtained outpatient health care from VHA.

18 A small percentage of Initiative CBOC patients do not fall into either the traditional vet-
eran population (those with compensable service-connected disabilities or low income) or the
higher-income veteran population. These patients include nonveterans, veterans whose eligi-
bility for benefits was being assessed, and veterans whose disability and income status were not
identified in the outpatient database. They accounted for about 5 percent of Initiative CBOC
patients in fiscal year 1997, but less than 4 percent of Initiative CBOC patients in fiscal years
1998 through 2000.
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Figure 5: Number of New Patients Who Used Initiative CBOCs in Fiscal Years 1997-
2000
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Source: GAO analysis of information provided by VHA.

Like the percentage of new patients, the percentage of new higher-income patients
using Initiative CBOCs varied across networks. In fiscal year 2000, for example,
new higher-income veterans who used Initiative CBOCs ranged from 15 to 62 per-
cent, as table 2 shows.

TABLE 2.—Percentage of New Initiative CBOC Patients Who Were Higher-Income
Veterans in fiscal year 2000

Number of

Percent networks
L1524 ettt et e ettt e ettt e et e e e bt e e s bae e e nbeeeenaeeeaas 2
25-34 ... . 7
35-44 ... 5
45-54 ... . 6
B5=B2 .oeiiiieiee e 2

Note: These analyses are based on the network in which patients reside, rather than the loca-
tion of the Initiative CBOC used.

Source: GAO analysis of information provided by VHA.

Systemwide, most new higher-income veterans do not use Initiative CBOCs, but
instead use only other VHA outpatient facilities. Nevertheless, the number and
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share of new higher-income patients using Initiative CBOCs have increased dra-
matically. The proportion of new higher-income veterans who use Initiative CBOCs
has grown from 2 percent in fiscal year 1997 to 26 percent in fiscal year 2000.19
As previously discussed, the number of these new higher-income patients has in-
creased from 1,300 in fiscal year 1997 to 56,000 in fiscal year 2000. To put this in
perspective, during the same period, the number of new higher-income veterans
using other VHA outpatient facilities exclusively grew from 57,000 to 158,000, as
shown in figure 6.

]
Figure 6: Number of New Higher-Income Patients Using Initiative CBOCs and Other
VHA Outpatient Facilities in Fiscal Years 1997-2000
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Source: GAO analysis of information provided by VHA.

Nonetheless, new higher-income veterans remained a small segment—about 6
percent—of all patients using VHA’s outpatient facilities in fiscal year 2000, up from
2 percent in fiscal year 1997.

CONCLUDING OBSERVATIONS

Overall, through its Initiative CBOCs, VHA is steadily making primary care more
available within reasonable proximity of patients who have used VHA’s system in
the past. However, the uneven distribution of patients living more than 30 miles

19This is consistent with CBOCs growing share of total higher-income veterans (new and past
users) using Initiative CBOCs; from fiscal year 1997 through fiscal year 2000, the percentage
of higher-income veterans using CBOCs grew from 2 percent to 21 percent.
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from a VHA primary care facility suggests that access inequities across networks
may exist. Also, the improvements likely to result from VHA’s planned CBOCs indi-
cate that achieving equity of access may be difficult. Nonetheless, we believe VHA’s
effort to assess the time it takes patients to reach a VHA outpatient clinic could
provide a better measure and, therefore, a clearer understanding of access dif-
ferences among networks.

In addition, our assessment suggests that new CBOCs may have contributed to,
but are not primarily responsible for, the marked increase in the number of higher-
income patients who have sought health care through VHA over the past few years.
While Initiative CBOCs have undoubtedly attracted some new patients to VHA, our
analysis suggests that new patients would have sought care at other VHA facilities
in the absence of Initiative CBOCs. In that regard, enhanced benefits and access
improvements afforded by eligibility reform may have attracted more new patients,
including those with higher incomes, than VHA’s Initiative CBOCs.

GAO Contacts and Staff Acknowledgements

For more information about this statement, please call Cynthia A. Bascetta, Di-
rector, Health Care—Veterans’ Health and Benefits Issues, at (202) 512-7101, or
Paul Reynolds, Assistant Director, at (202) 512-7109. Key contributors to this state-
ment include Kristen Joan Anderson, Deborah Edwards, Michael O’Dell, Peter
Schmidt, Thomas Walke, and Connie Wilson.

STATEMENT OF SENATOR BARBARA A. MIKULSKI

Senator BOND. Now, it is my pleasure to turn to my ranking
member, Senator Mikulski.

Senator MIKULSKI. Thank you very much, Mr. Chairman, and I
am very pleased to welcome our new VA Secretary, Mr. Anthony
Principi.

I had the real pleasure of working with Mr. Principi during the
previous Bush administration when he was Deputy Secretary. I got
to know him and got to appreciate his commitment to the core mis-
sion of the Department of Veterans Affairs, as well as, I think,
bringing to the table significant management skills, and I believe
those skills have only been even more finely honed and developed
during this stint in the private sector.

So we really welcome you back to this, and we know that as you
return to the Department of Veterans Affairs there are many chal-
lenges, budget management, the crises that all health care in
America is facing, as well as the changing demography of the
United States of America, which impacts benefits and health care
in the larger community, but also is particularly focused also in the
Department of Veterans Affairs.

So we look forward to working with you not only on the appro-
priations for actual health care, but to deal with issues like the
nursing shortage that I want to hear more about in our questions
and answers, to how we are going to deal with an aging population,
from our World War II moving to frail elderly, the Korean War vet-
erans, the anticipated aging of the Vietnam population, which is so
significant in number and yet hard to evaluate where the perma-
nent wounds of war will manifest themselves once these vets hit
50. Many battle-related conditions will only manifest themselves as
one gets older.

So we look forward to having these discussions with you. As you
know, in the last 2 years, this committee has worked on a bipar-
tisan basis to provide large increases for veterans’ medical care,
and to encourage more veterans to enroll in the VA system. At the
time when high private health insurance and prescription drugs
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are really straining the elderly, we can only expect that this sub-
committee will be urged to continue these increases.

Many veterans will be shifting to VA medical care because they
do not have anywhere else to go. Particularly I am looking at a
population who are in their fifties. They might now be working in
businesses where they do not have health insurance. Anyway, they
are more to be talked about.

So it is also about increasing our funding.

The issue also will be about long-term care, and our ability to
really look at how we will implement the Millennium Act, and we
go forward to your advice. We cannot do it all in 1 year, but I be-
lieve that if we look ahead to the changing and the anticipated
boom that the boomers are going to put on the system, specifically
the Vietnam vets, if we look now under your stewardship that each
year we really focus on getting systems and finances in place, that
we do not try to do everything immediately but really develop this
continuing care, I think that we are going to have something to be
proud of over the next 2 or 3 years.

So we look forward to what you want to do, and how you would
recommend that it be paced from both a managerial and fiscal
standpoint, because I think we all have the same goal. If we have
the right pacing, I believe we can help you get the right money, so
let us think about those.

Also, as you know, the issue of quality has come up. The Cleve-
land Plain Dealer has written some scathing articles. I take no po-
sition on the accuracy, nor am I here to finger-point. I am here to
pinpoint, to see really how we can ensure the highest quality of
services, but also know that quality is directly impacted by staff
shortages, a bidding war I would presume you are in for good
nurses and lab technicians and so on, and then also the improve-
ment of the use of technology, information systems, fiscal manage-
ment systems, going after dead-beat insurance companies to reim-
burse you so that you have the tools of the trade, if you will, to
really be able to put the management systems in to improve the
quality.

The other thing I want to emphasize is, I am deeply troubled
about hepatitis C. I am deeply troubled about it. The medical and
public health community in Maryland—and as you know, we have
two great academic centers, the University of Maryland, which has
its excellent relationship with our VA hospital as well as Hopkins
in infectious disease, tells me this hepatitis C is as dangerous, if
not more so, to spreading in the larger community than probably
any of the other infectious disease we could face, and there is no
cure for it, so we have really got to get a handle on hepatitis C.

We also, as I said, come back to the system of collecting what our
veterans and taxpayers are owed from private insurance compa-
nies.

PREPARED STATEMENT

Last, but not at all least, of course, Mr. Thompson, I am going
to ask about the reduction of the processing time for benefits, and
I know it is a high priority of the President. I know it is a high
priority with you, and it is a high priority with me, so having said
that, I would ask unanimous consent that my full statement go in
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the record, and look forward to not only hearing your testimony,
but really working hands-on with you.

Senator BOND. Thank you very much, Senator Mikulski. Your
statement will be included in the record, and we appreciate your
perceptive comments.

[The statement follows:]

PREPARED STATEMENT OF SENATOR BARBARA A. MIKULSKI

Mr. Chairman, I am very pleased to welcome our new VA Secretary, Mr. Principi,
to the Subcommittee this morning. Secretary Principi has a great deal of experience,
having served as the Deputy Secretary from 1989 to 1992, and as the Acting Sec-
retary from 1992 to 1993. I look forward to working with him and his team on the
issues facing our veterans.

My goals for this hearing are two-fold. First, we must ensure that the new Admin-
istration’s budget keeps the promises we made to our veterans. And second, we
must make sure the VA is a good steward of taxpayer dollars—so that our veterans
and the American people get the most for their hard earned money.

The budget requests $51.7 billion for veterans’ benefits and services: $28.3 billion
for entitlements, and $23.4 billion for discretionary programs that are under this
Subcommittee’s jurisdiction—a $1 billion increase.

Promises made must be promises kept. Our veterans must have access to the
quality medical care and benefits they deserve—in a timely manner.

This year’s request for medical care is $22.3 billion. This is a $1 billion increase
over 2001, and includes $896 million that will be collected from third-party health
insurance and co-payments from veterans.

In the last 2 years, we have provided large increases for medical care—$1.7 billion
in 2000 and $1.3 billion in 2001—to encourage more veterans to enroll in the VA
system, and to provide them with the medical care they deserve. At a time when
high private health insurance and prescription drug costs are really straining our
elderly on fixed incomes, we can only expect that the Subcommittee will be urged
to continue these increases.

As medical care funding increases to meet demand, we must not loose sight of
quality. The VA has made great progress on quality control issues. In fact, a recent
New England Journal of Medicine report shows that heart attack patients treated
in VA hospitals receive the same quality of care as Medicare patients receive in pri-
vate hospitals.

But I am concerned about a series of recent negative articles in the Cleveland
Plain Dealer that really question the VA’s ability to deliver safe, quality, medical
care. I would like to hear from Secretary Principi about these articles. Are these
stories largely anecdotal, and what has VA done to address these problems?

And while many groups say we need more for medical care, we must also make
sure that the VA can spend what it gets in an efficient way. We must make highest
and best use of tax dollars.

I am troubled that the VA now tells us it can’t spend much of the funding we
provided for Hepatitis C. I understand that the treatment for this disease is very
complicated, but this contagious threat should be a priority. I want to hear from the
VA about the proposed adjustments that result in a $168 million cut to this pro-
gram.

It is good news that the VA is making progress in collecting what our veterans
and taxpayers are owed from private insurance companies. The VA will collect al-
most $100 million more in 2002. But we need to do more, and I want to know what
the VA is doing to ensure that our veterans and taxpayers get what they are owed.

Collections from veterans will also increase—largely because the prescription drug
co-payment will rise from $2 to $7. I would like to know how the VA decided on
$7, and if there are plans to make further changes the co-payment.

More money can’t solve every problem. Veterans still have to wait too long to see
a doctor. This problem is not just about funding. It is also about management. The
VA must have adequate systems in place to evaluate this problem, its causes, and
develop strategies to reduce waiting times.

And on the benefits side, while the VA has made progress in reducing its claims
processing time, 173 days is still unacceptable. I know Secretary Principi wants to
reduce processing time to 100 days by 2003, and I am interested in learning how
he plans to do this.

Research is an area of the budget that gives taxpayers a great return on their
investment. This budget would fund VA medical research at $360 million. VA re-
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search doesn’t just help veterans. It contributes to the public health by sending new
innovations to the marketplace.

So many important medical technologies have their roots in VA research—includ-
ing the pacemaker and the CT scan. The budget request is only about one-third of
the funding that will go toward VA research—the rest will come from the private
sector, NIH, and other areas of the VA. But the budget request proposes to cut 79
employees from the VA’s medical research program, and I’d like to know why.

Finally, I am very proud of the VA facilities in Maryland—Fort Howard, Perry
Point, and the hospital, extended rehabilitation, and long term care facilities in Bal-
timore, as well as 7 outpatient clinics around the state. These clinics make the best
use of our resources to deliver quality care to veterans where they live.

Fort Howard is slated to become a “continuum of care” campus for veterans. It
will serve as a national model for how we can provide quality medical services to
veterans at all levels of need, while allowing them to maintain their quality of life.
This is particularly important as our veterans population ages.

The Fort Howard project is not just important to our veterans. It is also critical
because our taxpayers want to see the VA make highest and best use of this grand
facility that is on prime real estate. I hope to hear from Secretary Principi about
the new Administration’s views on Fort Howard and how he will work to keep this
project moving in the right direction.

Again, I welcome Secretary Principi to the Subcommittee, and I look forward to
hearing his testimony.

Senator BOND. Now we turn to a newer member of our sub-
committee, Senator Johnson.

STATEMENT OF SENATOR TIM JOHNSON

Senator JOHNSON. Well, thank you, Mr. Chairman. I, too, would
ask consent for my full statement be received into the record.

Senator BOND. Without objection, and with great pleasure.

Senator JOHNSON. I want to thank Chairman Bond and Ranking
Member Mikulski for scheduling this important hearing and wel-
come, of course, VA Secretary Tony Principi to our committee.

I was very pleased that he went out of his way to meet with me
prior to his confirmation, and that it is my understanding that to-
morrow he is going to be traveling to South Dakota, to Sioux Falls
to meet with veterans’ leaders there in our community, and not
least of all dedicate the new Rough Rider Cafe at the VA hospital
there, and we look forward to

Senator MIKULSKI. The VA has a new flair, as well as a new Sec-
retary.

Senator JOHNSON. That is right. This is not your father’s VA.

But we welcome him to South Dakota for that purpose, and to
meet with our veteran’s leaders in the State. I know that Gene
Murphy is looking forward to meeting you there as well.

I will be very brief about this because we need to move on to the
testimony, obviously, but there are a number of areas that are of
great concern to me. I am pleased in a way that we are looking at
an $800 or $900 million increase in veterans’ health benefits on the
heels of what had been some flat line budgets in the past for VA
health care.

On the other hand, it has been called to my attention that the
Secretary’s request to the OMB was more in the $1.9 billion range,
and we all know that the independent budget put together by a co-
alition of veterans organizations in this country called for $2.6 bil-
lion in veterans health care over last year’s levels, and so I am con-
cerned whether even the best management can do what it needs
to do with resources that may fall short.
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I look forward to the testimony today about veterans health care
funding. Having just come from the opening of a VA outpatient
clinic in Aberdeen, South Dakota, I am impressed with what these
outpatient clinics are doing to make high-quality health care avail-
able and accessible to veterans in rural areas in particular. I hope
that we can follow on with the development of more of these.

I am very concerned about the future of the Montgomery GI bill.
Senator Collins and I have joined forces in sponsorship of legisla-
tion which would create a benchmark level of education benefits.
Currently roughly half of our vets, even though they have contrib-
uted their $1,200 pay into the program simply do not use the bene-
fits that have fallen far short of what the contemporary cost for
higher education area, and our proposal, I think, is congruent with
what Secretary Principi looked at as chairman of the Congressional
Commission on Service Members and Veterans Transition Assist-
ance Commission, and I am concerned about the current receipt
issues as well as claims processing.

PREPARED STATEMENT

I am pleased that you have promised a top-to-bottom review of
the VA benefits claims processing efforts, and I look forward again
to where you feel you can make progress in all of these areas, given
the financial resources that currently are being made available. I
was pleased that we were able to wrap up VA benefits within the
context of the budget resolution, but also recognize that the budget
resolution is not cash in hand.

So I look forward to the Secretary’s testimony on all of these
issues.

Thank you, Mr. Chairman.

[The statement follows:]

PREPARED STATEMENT OF SENATOR TIM JOHNSON

I would like to thank Chairman Bond and Ranking Member Mikulski for sched-
uling this important hearing on veterans budget issues. Their leadership on vet-
erans issues over the past few years has been instrumental in restoring critical ben-
efits and programs for our nation’s heroes. As a new member to the Senate VA—
HUD Appropriations Committee, I look forward to working with the Committee and
learning from their collective experience on these issues.

I would also like to thank VA Secretary Tony Principi for appearing before the
Committee this morning. Secretary Principi was kind enough to meet with me the
day before his confirmation in the Senate Veterans Affairs Committee, and we had
a good discussion on several issues of importance to South Dakota veterans, includ-
ing veterans health care funding and veterans education benefits. I took that oppor-
tunity to invite him to my state of South Dakota to meet with veterans and tour
our first-rate veterans health care facilities. I am pleased that Secretary Principi
took me up on my offer and will be traveling to Sioux Falls, South Dakota, tomor-
row to help dedicate the Rough Rider Cafe at the VA Hospital there. Unfortunately,
I will be unable to join Secretary Principi in Sioux Falls, so I wish him a safe trip
and hope that we can see each other in the state at some other time. Secretary
Principi has already earned the trust and respect of those in Congress, and I look
forward to working with him on veterans issues.

Mr. Chairman, as I travel my state of South Dakota and meet with veterans, I
am reminded of the very core of what the Founding Fathers meant when they
talked about America’s citizen soldiers who serve as the bulwark of defending our
democracy and freedom. The sacrifices of the men and women who served this na-
tion in time of war are a dramatic story that we need to tell to future generations.

We all know the history: for decades, men and women who joined the military
were promised educational benefits and lifetime health care coverage for themselves
and their families. Many of the veterans were told, in effect, “If you disrupt your
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family, if you work for low pay, if you endanger your life and limb, our nation will
in turn guarantee an opportunity for an education and lifetime health benefits.”

Those promises have too often not been kept and that is threatening our national
security. Veterans are our nation’s most effective recruiters. However, inadequate
education benefits and poor health care options make it difficult for these men and
women to encourage the younger generation to serve in today’s voluntary service.
We are blessed to have unprecedented federal budget surpluses, and the only ques-
tion is whether veterans health care and educational benefits should be a priority
instead of an afterthought.

As a member of the Senate VA-HUD Appropriations Subcommittee, I plan to do
all T can to work with my colleagues to honor our country’s commitments made to
veterans. Specifically, I would like to highlight the following areas:

Veterans Health Care Funding.—Recently, I attended the grand opening of a new
VA outpatient clinic in Aberdeen, South Dakota, and had the chance to see first-
hand how the VA is reaching out into rural areas to provide veterans with the
health care they need. VA outpatient clinics in my state are a huge success and
compliment the work done at our three VA hospitals. However, I would like to see
additional outpatient clinics to provide services for those veterans who still must
travel long distances, often in difficult weather conditions. That requires increased
funding for veterans health care. Veterans from around the nation have been calling
on Congress to provide the VA with adequate funding to meet the health care needs
for all veterans. Without additional funding, VA facilities will be unable to deliver
the necessary health care services to our veterans population.

For a number of years, I have worked with veterans and members of this com-
mittee to increase flat-line appropriations for veterans’ health care. We were suc-
cessful two years ago in getting a historic $1.7 billion increase for VA medical care.
We fought last year for another $1.4 billion increase. While these increases will help
relieve some of the VA’s budgetary constraints, I believe that more needs to be done
to make up for those years of budgetary neglect, as well as to keep pace with rising
costs of health care.

While I am pleased that the Administration has proposed an increase in veterans
health care funding for fiscal year 2002, additional funding is needed to address ris-
ing health care costs, treatment of Hepatitis C, emergency medical services, and
long-term care initiatives. During consideration of the Senate Budget Resolution, I
was pleased to see bipartisan support for my effort to increase veterans health care
funding by an additional $1.718 billion and unanimous support for Chairman Bond’s
amendment to add $967 million for veterans health care.

The Senate has once again sent a message that additional funds are needed to
address veterans health care needs, and I look forward to working with this Com-
mittee to turn that message into a reality.

Montgomery GI Bill.—Another priority for me this year will be to continue to im-
prove educational benefits for veterans. The Montgomery GI Bill has been one of
the most effective tools in recruiting and retaining the best and the brightest in the
military. It has also been a critical component in the transition of veterans to civil-
ian life.

Unfortunately, the current GI Bill fails to keep pace with the rising costs of high-
er education. On the first day of this legislative year, I joined Senator Susan Collins
in introducing legislation to bring the GI Bill in the 21st Century by creating a
benchmark level of education benefits that automatically covers inflation to meet
the increasing costs of higher education. Our concept is a very simple one: at the
very least, GI Bill benefits should be equal to the average cost of a commuter stu-
dent attending a four-year university. Currently, less than one-half of the men and
women who contribute $1,200 of their pay to qualify for the GI Bill actually use
these benefits.

During consideration of the Senate Budget Resolution, Senator Collins and I of-
fered an amendment to create a Reserve Fund specifically for GI Bill improvements.
With the support of members of this Committee, our amendment passed unani-
mously, and now gives the Senate Veterans Affairs Committee budget authority to
act this year on legislation to bring the GI Bill benefits more in-line with the costs
of higher education.

In 1999, Secretary Principi served as chairman of the Congressional Commission
on Servicemembers and Veterans Transition Assistance. The commission, estab-
lished by law in 1996, reviewed programs that provide benefits and services to vet-
erans and to servicemembers making the transition to civilian life. The commission’s
review of benefits and services was the most comprehensive since 1956, and the
commission offered more than 100 recommendations addressing issues including
veterans education. I look forward to hearing Secretary Principi’s insight on this
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issue and how our bipartisan effort in the Senate fits in the Administration’s plan
for improving Montgomery GI Bill benefits.

Concurrent Receipt.—An issue that needs to be addressed this year is concurrent
receipt. I find it indefensible that our government forces men and women who
fought for our country and are disabled as a result of it to choose between retire-
ment pay and disability compensation. This nickel-and-diming of our country’s he-
roes must stop, and I am part of the bipartisan group of Senators supporting the
Retired Pay Restoration Act of 2001, S. 170, and the Reserve Fund in the Senate
Budget Resolution creating budget authority for this act. I am hopeful that we will
be able to continue on the progress made last year on Concurrent Receipt and fi-
nally make this long-overdue correction for 437,000 disabled veterans nationwide.

Claims Processing.—Finally, I am pleased that the Administration has promised
a top-to-bottom review of the VA’s benefits claims processing. Redtape and stag-
gering delays have plagued the claims process and given many veterans reason to
doubt the effectiveness of the VA. I fully support efforts to decrease the current
claims processing backlog and prepare for projected workload increases due to sev-
eral legislative initiatives, including “duty to assist.” I know that addressing the
claims processing issue will not be an easy task for Secretary Principi, but I pledge
to work with him and other members of Congress to help restore veterans’ faith in
this system.

Veterans are our country’s heroes, and their selfless actions will inspire genera-
tions of Americans yet to come. Our country must honor its commitments to vet-
erans, not only because it’s the right thing to do, but also because it’s the smart
thing to do.

I am honored to be a member of the Senate VA-HUD Appropriations Sub-
committee and look forward to working with Chairman Bond, Ranking Member Mi-
kulTki, other Committee members, and Secretary Principi in realizing many of these
goals.

Thank you for the opportunity to share some of my thoughts with you today, and
I submit a list of questions for Secretary Principi.

STATEMENT OF ANTHONY PRINCIPI

Senator BOND. Thank you very much, Senator Johnson. Now,
Secretary Principi.

Secretary PRINCIPI. Thank you, Mr. Chairman, Senator Mikulski,
Senator Johnson. It is such a pleasure to be here. I am honored to
have the opportunity to be back as head of the VA, this time not
in an acting capacity and, very importantly, as you pointed out, to
work closely with this committee in the interest of our Nation’s vet-
erans, and clearly you all have been such strong advocates and
been so very helpful to our Department over the years.

I have submitted my statement for the record and, at risk of not
reading some summary words here, I would like to offer some
thoughts and comments based upon what I heard you say this
morning.

Senator BOND. Mr. Secretary, we will make your full statement
a part of the record.

Secretary PRINCIPI. Thank you very much. I am pleased to be ac-
companied by Roger Rapp, our Acting Under Secretary for Memo-
rial Affairs, to my immediate right, Dr. Garthwaite, our Under Sec-
retary of Health, Mark Catlett, who is our Acting Principal Deputy
Assistant Secretary for Management and really handles our fi-
nance, our CFO functions, and to my far left, Joseph Thompson,
our Under Secretary for Benefits.

I am honored to head the VA, because the VA has such a noble
and extraordinary mission to really care for people who are deserv-
ing of our Nation’s gratitude. I am very honored to head a Depart-
ment that has such committed people, who have devoted their lives
to caring for these people. Although we have significant challenges
before us, I want to point out that where we have failed, or not
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done as well as we should to address these challenges, these people
at the VA do not fail. It is the systems that fail, and systems put
in place by leaders.

So as we address these challenges I want my remarks and my
answers to your questions to reflect the fact that I do believe that
we have some of the most dedicated people in Government. I have
been around Government a long time, both on the Hill and in the
executive branch, and I think we are one of the fortunate depart-
ments to have those people, but, indeed, we do have challenges.

Let me start with the Veterans Benefits Administration. You
have all heard me speak about my concerns about the claims back-
log and some of the steps we have taken and need to take, I be-
lieve, to bring this backlog down. It is my objective to have an in-
ventory that is workable and allows us to achieve very, very ambi-
tious goals of an inventory of around 250,000 claims, a timeliness
of about 3, 3%2 months. Those are, indeed, ambitious goals.

Clearly, some of the problems are outside the VA’s control. I
think we need to start with that, a new mandated service connec-
tion for things like diabetes, myelitis. We will add 100,000 claims,
and that is a good change. We should be providing a presumptive
service connection where the science clearly shows the disease is
associated with military service.

The duty to assist legislation, the Veterans Claims Assistance
Act, are good legislation. We should never have stopped duty to as-
sist in the first place. But it happened, and now we have this new
requirement that will add an additional 340,000 claims to our
backlog. That creates more work.

So clearly, some of it is outside of our control and perhaps some
of the funding that was requested last year to assist with that
workload was not there, but that is water under the bridge. We live
with that. We live with the law the way the Congress has written
it.

But there are things that we need to do, too, internally. We have
had a very worthwhile quest to have unassailable accuracy. It is
absolutely important that when we adjudicate claims, that our de-
cisions are accurate. But that accuracy, and that quest for accuracy
have come at the cost of timeliness, which I believe is almost as
important as accuracy, because both comprise quality.

Accuracy is one component; timeliness is another component, and
unless you have both, you do not have quality. Today we do not
have quality, because it is taking too darned long to adjudicate
claims. I think some of the systems we put in place, while strategic
in thinking, and visionary, may have caused some of the produc-
tivity standards to drop to a level that is unacceptable. Steps are
being taken to change that, to suspend some of those changes, and
at the same time trying to sustain a high level of accuracy. We
need to do better.

I have always said that the claims issue is not a VBA issue. It
is a medical VHA issue, it is an IT issue, it is a General Counsel
issue. All of the components of the VA are brought to bear to as-
sure that we have the right systems to adjudicate claims. Although
we are making progress in these areas, we do not have those sys-
tems in place to properly and accurately adjudicate claims. That is
something we need to do, and do it quickly.
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Education processing has been slow. We need to improve upon
that. As Senator Johnson said, the transition commission, which I
was fortunate enough to chair, made some worthwhile rec-
ommendations to the Congress.

I believe the opportunity for young men and women in uniform
today to get the best education possible, to conform educational
programs and VA programs to the needs and to the ways current
education is delivered in the private sector, are things we need to
address. I think it is a very, very important program, so that peo-
ple can build successes in their life. We want veterans to come to
us not out of necessity, because they need a pension, because they
are poor—this is very important, but rather we want them to be
successful in life and come to us out of choice and not necessity for
the programs that they need.

On the health care side of the house, we have made enormous
improvements on the one hand in quality and patient safety. I
agree with you, Senator Mikulski, about the anecdotes in the
Cleveland Plain Dealer. I do not think they are representative of
our VA health care system.

However, I take anecdotes seriously. I expect the Veterans
Health Administration to take them seriously. I expect them to be
investigated seriously, and reports made to ensure that that is not
a system problem, or a problem around the country, or even if it
is just isolated at one location, that we take corrective action on
each and every anecdote that the Cleveland Plain Dealer or any
other periodical or GAO report or IG report provide to us. That is
our responsibility to do so.

But clearly, we have seen enormous improvements in quality and
customer satisfaction recently. I believe the $1 billion increase in
discretionary spending this year, much of which goes to VHA, cou-
pled with, hopefully, increased medical care collections funds, will
give us an overall 5.4 percent increase in our health care budget.

I believe that is a good foundation, and yes, Senator Johnson, I
did request more, but I am grateful that we have received the $1
billion increase in discretionary spending to allow us to do some of
the things that we believe are very, very important to provide high
quality health care.

I am concerned, as you have indicated, as all of the members of
this committee have indicated, the lack of uniformity, and the lack
of clear standards in some of our systems and programs. Financial
systems standards, information technology standards, billing and
collection standards, uniform access to health care—not based upon
where you live, but based upon need—and status, or what category
do you fall into. Those are all important policy issues, policy deci-
sions that must emanate from Washington and be carried out uni-
formly, and people held accountable for compliance with those
standards. I think that is terribly important.

On the other hand, I also believe equally strongly that the people
in the field, the people in the trenches closest to the patients, clos-
est to the beneficiaries, should have the flexibility to manage with-
in those directions and within those standards, to make the day-
to-day decisions that they need to make to deliver care, to provide
benefits.
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CARES is an important initiative. I support CARES. 1 support
the goal of CARES to rationalize our infrastructure to the veterans
of today and the veterans of tomorrow, and taking into account the
demand for care. However, I absolutely insist that as we go for-
ward with the CARES process, that the data is unassailable, that
the voices of the stakeholders are heard throughout the process,
and that the models for the veteran population and the demand for
care are the correct ones.

I think those are very, very important, because we are under-
taking a mission of realigning assets that may change the mission,
may result in the closure of a hospital. Before we do that, we need
to ensure that the data is absolutely the right data for this process.

PREPARED STATEMENT

I think that about covers some of my highest concerns, and now
I will take your questions. I thank you very much for the oppor-
tunity to express some of these issues, and I look forward to work-
ing with the committee.

[The statement follows:]

PREPARED STATEMENT OF HON. ANTHONY J. PRINCIPI

Mr. Chairman, and members of the Committee, good morning. Thank you for in-
viting me here today to discuss the President’s fiscal year 2002 budget proposal for
the Department of Veterans Affairs.

We are requesting more than $51 billion for veterans’ benefits and services: $28.1
billion for entitlement programs and $23.4 billion for discretionary programs, such
as medical care, burial services, and the administration of veterans’ benefits. Our
budget increases VA’s discretionary funding by $1 billion or 4.5 percent over the fis-
cal year 2001 level. With an increase in medical care collections of approximately
$200 million, this brings the total increase to $1.2 billion or 5.3 percent.

The budget ensures veterans will receive high-quality health care, that we will
keep our commitment to maintain veterans’ cemeteries as national shrines, and that
we will have the resources to tackle the challenge of providing veterans more timely
and accurate benefits claims determinations.

The President promised a top-to-bottom review of our benefits claims processing.
He has designated this area as a key budget initiative and I have made it one of
my top priorities. I know you share this Administration’s commitment to restore the
confidence of many veterans who have lost faith in VA’s ability to fairly and prompt-
ly decide their benefits claims.

For the administration of veterans’ benefits, we are requesting $1.1 billion, an in-
crease of $132 million over last year’s level. Mr. Chairman, as we all know, VA is
not completing work on benefits claims in as timely a manner as our veterans de-
serve. I am proud to say this budget will rejuvenate VA’s efforts to process com-
pensation claims promptly and accurately.

An additional 890 employees will allow VA to handle the projected workload trig-
gered by several key pieces of legislation enacted last year. This request fully imple-
ments new legislation that strengthens VA’s “duty to assist” role in helping veterans
prepare their claims. The new law will require VA to review 98,000 cases that were
denied previously, plus another 244,000 cases that were pending when the legisla-
tion passed. In addition, our request enables us to carry out the new policy of add-
ing diabetes to a list of presumptive conditions associated with exposure to herbi-
cides. About 105,000 applications for disability compensation are expected in fiscal
year 2002 under the new rule on diabetes.

Because of additional workload, VA predicts an increase in the time needed to
process these applications. In fiscal year 2002, the average claim is projected to take
273 days to complete, compared to 202 days this year. However, I have begun imme-
diate efforts to address the claims processing backlog.

Additional resources will be coupled with a proactive approach to solving prob-
lems. On April 16, 2001, we held a preliminary meeting of the special Claims Proc-
essing Task Force that will address claims processing and develop hands-on, prac-
tical solutions to the challenges we face. The 10-person task force, headed by retired
Vice Admiral Daniel L. Cooper, will examine a wide range of issues affecting the
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processing of claims, from medical examinations and information technology, to ef-
forts to shrink the backlog and increase the accuracy of decisions. The panel’s final
report is due to me in approximately 120 days.

For veterans’ health care, we are requesting $21.9 billion, including nearly $900
million collected from third-party health insurance and co-payments from veterans.
This reflects an increase of $1 billion over last year’s level.

The budget request reaffirms our primary commitment to provide high-quality
medical care to veterans with service-connected disabilities or low incomes. VA pro-
vides comprehensive specialty care that other health care providers do not offer,
such as services related to spinal cord injury, Post Traumatic Stress Disorder, pros-
thetics and addiction programs. I am proud of our unique accomplishments and our
request provides full funding to continue our leadership role in these areas.

Our budget proposal for medical care includes an additional $196 million for long-
term care and an additional $164 million to improve patient access. VA’s goal is for
patients to receive appointments for primary care and non-urgent care in 30 days
or less, while being seen within 20 minutes of a scheduled appointment. The budget
also supports the President’s new health care task force, which will make rec-
ommendations for improvements. The task force will be comprised of representa-
tives from VA and the Department of Defense (DOD), service organizations, and the
health care industry.

The budget includes $121 million for the operation of our National Cemeteries—
an increase of $12 million over last year’s level. Our request ensures that VA’s
cemeteries will be maintained as National shrines, dedicated to preserving our Na-
tion’s history, nurturing patriotism, and honoring the service and sacrifice of our
veterans. It provides $10 million—twice the amount included in fiscal year 2001—
to renovate gravesites and to clean, raise and realign headstones and markers.

The request also includes funding for land acquisitions for new cemeteries in the
Detroit, Pittsburgh and Sacramento areas; development of a new cemetery in At-
lanta; and design of a new cemetery in Miami. In addition, funds are provided for
columbaria expansion and improvements at the Massachusetts National Cemetery
in Bourne, and the Tahoma National Cemetery in Kent, Washington.

Mr. Chairman, our 2002 budget is not simply a petition for additional funding.
It also reflects opportunities for cost savings and reform. VA will do its part to en-
sure the most efficient use of limited resources, while maintaining the highest
standards of care and service delivery.

The National Defense Authorization Act for Fiscal Year 2001 established a new
DOD benefit for military retirees over age 64 who have Medicare coverage. These
retirees will be able to use their own private doctors for free care and receive a gen-
erous drug benefit. Currently, 240 thousand of these retirees are enrolled in VA’s
health care system. Our budget assumes that 27 percent of them will switch to the
DOD benefit in 2002, which shifts $235 million in VA medical liabilities to DOD.

This recent legislative change underscores a critical need for better coordination
between VA and DOD. The Administration is seeking legislation to ensure DOD
beneficiaries who are eligible for VA medical care enroll with only one of these agen-
cies as their health care provider. We will work with DOD to avoid duplication of
services and enhance the quality and continuity of care.

Restructuring efforts in our health care system will continue in 2002. VA has
begun an infrastructure reform initiative that will enhance our ability to provide
health care to eligible veterans living in underserved geographic areas. Savings from
this effort will allow us to redirect funds from the maintenance of underused facili-
ties to patient care. As we await the results of this assessment—referred to as
“CARES”—we will continue to expand sharing agreements and contracting authori-
ties with other health care providers. The budget includes $115 million to begin im-
plementing CARES recommendations.

The budget request also includes legislation for several proposals that will yield
mandatory savings totaling $2.6 billion over the next ten years. One proposal would
eliminate the vendee loan program and the other proposals would extend previously
enacted mandatory savings authorities that would otherwise expire over the next
several years.

Finally, we will continue to reform our information technology. New technology
offers VA opportunities for innovation. It also offers a means to break down the bu-
reaucratic barriers that impede service delivery to veterans, divide VA from other
Federal government departments, and create inefficiencies within VA itself.

I wish to restate my pledge that we will not initiate any new technology-related
activities until we have defined an Enterprise Architecture that ends “stove pipe”
systems design, incompatible systems development, and the collection of data that
do not yield useful information. I have instructed my staff to convene a panel of
world experts in the area of systems architecture to team with our Administrations
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and staff offices to develop a comprehensive Integrated Enterprise Architecture
Plan. I expect to be able to deliver this plan to Congress in a matter of months.
We will implement a technology plan that serves veterans first.

Mr. Chairman, that concludes my formal remarks. I thank you and the members
of this Committee for your dedication to our Nation’s veterans. I look forward to
working with you. My staff and I would be pleased to answer any questions.

CLAIMS PROCESSING TASK FORCE

Senator BOND. Mr. Secretary, you have already answered some
of the really good questions I was going to ask, but I very much
appreciate that, and you said that improving claims processing for
disability compensation is one of your highest priorities. Sometime
ago, I asked to have explained to me how you process these claims,
and I could not understand it, so GAO put out a little chart to show
how the process works, and now I understand why I did not under-
stand the process. If this were not such a serious business, this
could be a laugh line on a late-night TV show.

You talk about the system being difficult for the people in VA,
and for the people who hope to receive the benefits. There has got
to be some way that you can make it simpler for the people to ad-
minister it and for the people who apply, so there have been lots
of studies in the past. You set up a task force. How is this task
force going to be different?

Secretary PRINCIPI. Well, this task force is going to be different
because they are going to address things like that chart. Other task
forces and commissions, although they looked at process, they
looked at management, they looked at organization, they also
looked at changes in laws, abstract the roles of veterans benefits.

What I have asked for is precisely that, some practical, hands-
on solutions that I as Secretary can implement to streamline the
process, to see what changes need to take place. Do we need to con-
solidate in some areas? How can we do it differently? How can we
have cycle time reduction? What expert systems are available in
the private sector?

I know there are expert systems available in the private sector
that can be brought to bear to make the job of the ratings specialist
easier. It is precisely that chart, and trying to improve the proc-
essing where possible; that is what my goal is.

I do not know what will come out of the commission, but I have
tried to appoint a chairman who I have confidence in. He is a re-
tired Navy Admiral. You might say, why? I appointed him because
he is head of our Navy’s nuclear power submarine force. He is on
the board of one of our Nation’s most prestigious insurance compa-
nies. He brings a real discipline and engineering mind and focus
to the process. If he could run and manage nuclear-powered sub-
marines and a fleet of them, I believe he is the type of individual
that will devote his time to this effort because he feels it is impor-
tant. I am hopeful that under his leadership we are going to have
some concrete suggestions for us to take a serious look at.

Senator BOND. He may want to go back to running nuclear sub-
marines after this, but I would be happy to lend you this so you
have the before.

You already mentioned consolidating operations. One of the con-
troversial things that has been offered up with the task force study,
the possibility of seeking legislation to offer lump sum payments to
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certain veterans. I know that some veterans applied 12 or more
times, and there is possibly some radical solutions. Will they be
looking at all of those aspects?

Secretary PRINCIPI. I did not ask the task force to look at finality
or lump sum payments. I know those issues, those ideas have been
highlighted, illustrated in several reports to the Congress. I know
they are very controversial. I felt that this was not the right time.
I wanted the task force to look at the law as we currently have it,
and to see what recommendations I could implement right away so
we did not go there, sir.

BENEFITS BACKLOG

Senator BoND. All right. Recently, VBA headquarters told its 57
regional offices that certain changes which have been underway
such as transitioning to the new software program called RBA 2000
and fully implementing case management could be put on hold for
now in order to concentrate fully on working cases.

I am a little concerned that while you are striving to make this
drastic reduction, cutting in half the processing claims time and
the backlog, that we may be sending a mixed message to the field
that immediate gains are more important than long-term improve-
ments. Do you not think we need to stay on the path to the long-
term solution to the VBA backlog, rather than chucking it for a
scramble to cut in half?

Secretary PRINCIPI. No, I do not think so, not at all. I visited sev-
eral regional offices over the past couple of months. Not as many
as I would like, but I am absolutely convinced that the actions to
suspend RBA 2000 was a correct one. It was not ready to be imple-
mented in my mind. Other people take a different view, and I wel-
come that view.

I am not forsaking long-term goals to have the right software in
place so that you do not have to always rebuild cases from the be-
ginning. But any time you have productivity drops as we have ex-
perienced with RBA 2000, then I do not believe that this is the
right time to launch it or to continue it. That is not a statement
or act of discarding the software. This software holds great prom-
ise, but we will have to wait until we get out from under this situa-
tion.

Senator BoND. All right, sir. You have already answered my
question on management and the need for uniform standards
throughout the field, so now I will turn to my ranking member for
her first round of questions.

DISABILITY COMPENSATION FOR TYPE II DIABETES

Senator MIKULSKI. Thank you very much, Mr. Chairman. Well,
I will not duplicate the questions that Senator Bond did on proc-
essing, but Secretary Principi, and to your team, even going back
to when I initially chaired this committee and you were Under Sec-
retary and then Acting Secretary, as we know, the processing times
has been a problem, and I think we have now gone from a problem
to a crisis, also because of the expanded workload, so we look for-
ward to the solutions.

I want to just raise one issue, though, that I would like your task
force to consider. As you face the challenges, particularly with the



93

addition of Type II diabetes, that you think about this, and I just
want you to think about it—we can hear later what you think—
is that if, in fact, in the processing of a claim where there is a
chronic but manageable condition like diabetes, high blood pres-
sure, but particularly now in diabetes Type II, that as part of the
claim adjudication, that there be a health management plan that
asks how this Type II diabetic—and Dr. Garthwaite, I think you
would support this concept—would go into some type of diabetic
management plan.

I worked very closely with Senator Sue Collins on the issue of
diabetes, and it is a chronic condition across the United States of
America that offers really significant ways that we can intervene,
because Type II diabetes, if not dealt with, leads to a very severe
set of circumstances, from increased heart disease, kidney prob-
lems, et cetera, so think about that.

If you are going to get a benefit, not that we mandate that you
have got to have a health plan, but we really do strong intervention
at the time of adjudication that says, let us get you the help you
need so what you have got is a managed plan, and think about that
as part of the adjudication process, that we really look at that and
really maybe even stay in touch with them. It would be a great op-
portunity. we could really do prevention intervention here, so think
about that.

Secretary PRINCIPI. I think that is an excellent suggestion. I
think it points out the need for the two administrations to work
closely in these cases where we are, in fact, providing service-con-
nected disability compensation to someone with this diabetes, to
ensure that we get the medical side of the house to provide the out-
reach, or the plan, if you will, the health plan to keep that dis-
ability in check.

NURSING SHORTAGES

Senator MIKULSKI. Exactly, so as we look at also where VA is
going, it is not unlike where Medicare is going, which is—once,
Medicare’s original purpose was to help pay the bills for acute care.
Now, its purpose is to manage chronic conditions, and that is not
unlike what you are facing, but let us go, though, to really what
you are doing in your primary care, in these excellent primary care
facilities as well as in the hospitals. Are you facing a nursing short-
age and, if so, what is the magnitude of the shortage that you are
facing, and have you done any recommendations on how we can
help you?

Secretary PRINCIPI. It is serious. Again, I am new at this, but at
the hospitals I visited, it is a national problem. We are large, so
we feel it, but we have significant nursing shortages on our wards
and in our clinics. Every nurse I have spoken to, every nurse-man-
ager I have spoken to have looked at me a little bit afraid at times,
but yes, we are short nurses.

We have nurses who are double shifting in some cases because
we do not have enough, and patient safety, patient quality, if this—
and we are taking decisive steps, and Dr. Garthwaite I hope can
answer those questions, but this is a major issue that our society
faces, as well as the VA in particular in this case.
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Dr. GARTHWAITE. We have made a small dent in the number of
nurses, in the first 6 months of this fiscal year we have brought
in over 600 nurses net.

Our approach is fairly comprehensive. We have recently in-
creased salary rates. We have some loan forgiveness programs. We
have student fellowships during the summer that brings nurses in
to get them involved in our care. We continue to look at edu-
cational opportunities, as we find students who are trained in the
VA, like to stay in the VA. We have other educational opportunities
to allow them to advance in their careers into nurse-practitioner
roles or nurse-anesthetists and other kinds of roles.

So it is a fairly comprehensive look, but it is really dependent on
how well society is at getting people to choose nursing as a profes-
sion.

Senator MIKULSKI. But that is my question to you, what are you
doing about it, and how many vacancies do you have, and then is
the VA also working, also to help make this an attractive profes-
sion?

I mean, Senator Tim Hutchinson and I worked on a bill in terms
of the larger community. It is an education bill, so it is a down pay-
ment on the shortage. It does not deal with the respect or the pay
issues.

Dr. GARTHWAITE. One thing we have done is an attempt to bring
the nurses into the system and to provide them an opportunity to
move on to baccalaureate and beyond where they have potentially,
a higher salary down the road and can make more contributions.
We put $50 million into a training program over 5 years to advance
their education. We think that helps us, and it helps them, and we
hope that it provides an attractant. We have signed an MOA with
a community colleges organization, an associate degree nursing or-
ganization.

Senator MIKULSKI. Well, I am so glad to hear that, Dr.
Garthwaite. I know my time has expired and it is time to move on
to Senator Johnson, but I believe nursing comes at different skill
levels. The nurse practitioner is a whole different skill level than
really bedside care and acute care.

The use of community college nursing I think is a great way, and
for many men and women who would like to enter nursing the
community college is an affordable gateway, and also offers for
many of them flex time to move up.

I would also like you to think about looking within your own
ranks, where there are people working now in VA who love work-
ing in VA, and perhaps in other areas, but would love the oppor-
tunity to go to a community college, and therefore they would do
lattice work, kind of instead of a ladder of opportunity, a lattice of
opportunity where they can move up the system.

We look forward to working with you, and I now will wait for my
next round of questions.

Senator BOND. Thank you, Senator Mikulski. I certainly agree
with you on the community colleges. I am going to turn to Senator
Craig, who has joined us, for any opening statement and/or ques-
tions he wishes to ask at this point.
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STATEMENT OF SENATOR LARRY E. CRAIG

Senator CRAIG. Thank you, Mr. Chairman. I welcome you before
the committee. I guess this is the first time you have been before
the committee. I welcomed you before the full Veterans Committee,
but we appreciate you being here now where the rubber hits the
road, and the budgets that we will work with you on are really
going to provide and/or not provide the kinds of services that our
veterans expect, and I think all of us in this committee believe they
deserve.

I will not go into it today, but I wish we could schedule a time
with you and the appropriate folks on your staff to deal with the
benefits and claims processes. We spend a lot of time with that out
in my offices, primarily in Idaho and in Boise, and we have got
some questions and some concerns, and just kind of want to walk
through them with you, that are kind of repetitive. We see them
quite often, and we think there are some ways to deal with them,
and that is important, because that is really the underpinnings of
what our veterans deal with.

I guess my greatest frustration comes in a rural environment,
and I know we are struggling to do some outreach in some small
clinics, but the question of equal access for rural veterans versus
urban veterans, the distances involved, and clearly in States like
mine several hundred miles is not unusual to have to travel one-
way.

Senator MIKULSKI. How many miles, Senator?

Senator CRAIG. Several hundred.

Senator MIKULSKI. I thought you said 700.

Senator CRAIG. In one instance they traveled 351 miles one way,
veterans from one area to the Salt Lake Hospital, and for elderly,
or older people—it is a daunting challenge for the young. It is an
even greater problem for the old. We are doing some clinics. We
will be working with you to see how we can make that a more func-
tional kind of thing, I think, to deal with.

REGULATIONS TO IMPLEMENT THE MILLENNIUM ACT

But the question I guess I would have of you, and the Senator
from Maryland broached it, with diabetes in the Millennium
Health Care and Benefits Act, I think we are now just beginning
to realize what it is all about. However, I do not think the VA has
yet developed the policies necessary to deal with such issues as
emergency care and hepatitis C and diabetes. Can you tell me
where we are, or where you are, where the administration is at
this point with that?

Secretary PRINCIPI. Yes. We have been terribly slow in having
our regulations finalized and submitted to OMB and then pub-
lished in the Federal Register. This has been a major issue at VA
for many, many years. We are beginning to take steps to address
it.

Some of the regulations you just cited, Senator Craig, with re-
gard to the emergency care, and other millennium care provisions
are now in the final stages. Some of them are at OMB for clear-
ance, and future publication. Of course with the start of a new ad-
ministration, a number of the regulations were pulled back for re-
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view and need to be resubmitted, but with regard to those men-
tioned, we are very close. However we do have some lingering
issues about how we process regulations in the Department.

Senator CRAIG. Well, we anxiously await—when do you think we
will actually see those out and operable, or to a point of being im-
plemented?

Secretary PRINCIPI. I expect them all to be implemented by this
fall, all of the ones that you mentioned, certainly by the end of the
year, but I believe we can expedite some of them. I think we have
a provision that could shorten the publication time in the Federal
Register to 60 days. I believe that this is the case, and so there are
steps we could take to get some relief to the veterans who have
been waiting for reimbursement for the emergency care regula-
tions.

TRICARE FOR LIFE

Senator CRAIG. We have another interesting problem in Idaho,
and I think it is largely because of—well, I do not know whether
it is hostility, or just nonacceptance of HMO’s largely in the med-
ical profession, but I am talking TRICARE. Veterans who are mili-
tary retirees are really medically underserved in Idaho, and partly
rural, but also as it relates to the acceptance of TRICARE.

I think you are going to have to work with the Department of
Defense. We are making some advances there, there is no question
about it, and we have got the Department of Defense and the Sec-
retary of the Air Force’s focus, because I am talking air base type
retirees predominantly.

At the same time, they fall under two categories, one is retired
and can be eligible in both instances, but I guess what I am going
to want to do is sit down with you to look at that, because we are
beginning to get those reactions now, the combination of military
retiree/veteran and TRICARE.

Secretary PRINCIPI. High priority issue. I have a letter going over
to Secretary Rumsfeld today. We have spoken on several occasions.
The President has directed that we both get together.

Senator CRAIG. Well then, it is an issue nationwide.

Secretary PRINCIPI. There are too many issues between DOD and
VA which do not help beneficiaries of either system, and certainly
in our delivery of benefits, especially we have to wait months upon
months to get a letter from DOD to adjudicate so that VA can pay
claims and it is unnecessary. I hope we are going to announce an
interagency commission, or a blue ribbon commission to look at
both health care systems.

PREPARED STATEMENT

Senator CrRAIG. Well, we will watch that very closely.

Thank you, Mr. Chairman.

Senator BoND. Thank you very much, Senator Craig, for raising
some very important questions.

[The statement follows:]

PREPARED STATEMENT OF SENATOR LARRY E. CRAIG

Mr. Chairman, it is indeed a pleasure to welcome our new Veterans Administra-
tion (VA) Secretary, Tony Principi and members of his staff. Secretary Principi’s
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prior experience working in the VA will be invaluable and ensure our government
honors our commitments to veterans while implementing the most beneficial and
cost effective programs. To do this, we must look for opportunities to reform the VA
health care system, while maintaining as our number one priority, our combat vet-
erans with disabilities or veterans with low incomes who often rely exclusively on
the VA for their care.

The VA’s budget proposal totals $51.7 billion for veterans’ benefits and services,
including $23.4 billion in discretionary spending, for medical care, burial services,
and the administration of veterans’ benefits. This is an increase of $1 billion over
last years budget. In addition, with an increase in medical care collections, medical
care for veterans would total a record amount of nearly $22 billion. This is a total
increase of 5.3 percent, and demonstrates the President’s commitment to veterans
health care.

The President has promised a top-to-bottom review of how the VA processes bene-
fits claims. I don’t want to take up time during this hearing, but would like to invite
Secretary Principi to meet with me at a later time to talk about the veterans benefit
claim process and the dire need of reform. We must work together to restore the
confidence of many veterans who have lost faith in the VA’s ability to fairly and
promptly process their benefit claims .

I strongly support a VA which is committed to providing accessible high quality
medical care and other veterans benefits and services in a timely and effective man-
ner. However, we must expand and improve the delivery of services and benefits so
that all veterans have equal access to, and quality of, medical care, particularly in
under served rural areas such as Idaho. In southern Idaho, the initial steps were
taken and clinics were provided in Pocatello and Twin Falls. But we must not forget
the large population of veterans in the north who must drive over 350 miles to a
clinic. A third clinic in Lewiston would provide desperately needed access to essen-
tial services.

Another concern is the long list of veterans waiting to receive various services,
especially medical care. In recent years there were tremendous staff reductions that
resulted in reduced services. The necessary steps must be taken to reverse this
trend.

The benefits of the Millennium Health Care Act have just begun to be realized;
however, the VA has not yet developed the policies necessary to deal with issues
such as emergency care, hepatitis “C”, and diabetes. I look forward to working with
Secretary Principi to deal with these issues of major concern.

I also realize there are several additional issues that are a concern to America’s
heroes. The National Defense Authorization Act for Fiscal Year 2001 established a
new Department of Defense (DOD) benefit for military retirees over age 64 who
have medicare coverage. Veterans who are also military retirees are medically
under served in Idaho and other rural areas. Secretary Principi must work with the
DOD to provide medical services to TRICARE dependent military retirees in VA fa-
cilities to ensure our veterans are properly served.

In closing, Mr. Chairman, there is no way to over emphasize the honor and re-
spect this nation owes the military men and women who sacrificed so much to ac-
complish a strong national defense. I believe that this proposed budget is a good be-
ginning for ensuring our veterans will receive high-quality health care, that we keep
our commitment to maintain veterans’ cemeteries as national shrines, and we have
the resources to process veteran benefit claims in a more timely and accurate man-
ner. I look forward to working with Secretary Principi to meet the many challenges
that the VA will face in the coming years.

LONG TERM CARE

Senator BOND. Now it is my pleasure to turn to Senator Johnson.

Senator JOHNSON. Well, thank you, Mr. Chairman. I am heart-
ened by Senator Craig’s concerns and your response on greater co-
ordination and reaching out between our VA and our DOD facili-
ties. I think this is something that has been needed for a long time,
and I appreciate your work on that. While there is greater empha-
sis on outpatient care at the VA as well as health care providers
overall in the Nation, VA also faces a demographic reality of large
numbers of World War II and Korean War era veterans with in-
creasing needs for long term care.
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Under 1999’s Millennium Act, we attempted to address long-term
health care issues, but could you update me on where do you see
the VA going relative to the long-term care needs of increasingly
large numbers of veterans?

Secretary PRINCIPIL. Yes, sir. The good news first. We are making
tremendous strides in addressing the extended care needs of vet-
erans. Particularly either on an outpatient basis or in the commu-
nity were trying to keep the veteran home as long as possible with
the right support base, whether it be hospital-based home care, or
the opportunity for respite care, which gives the caregiver a break.
I talked to a couple of veterans in the hospital in Denver who were
quite invalid. They were there for a couple of weeks while their
caregiver got some rest.

On adult day care programs, I visited great programs in our
health care system in New York, and so I think we are doing a
great deal on that score.

The State veterans home program is an excellent program. We
have made great strides in working with the States in sharing the
cost of construction, providing a per diem payment. We have had
a good success there.

The only area where we have failed is in VA nursing home beds.
We are about 1,200 beds short of our mandate, of the law, for nurs-
ing home care beds, and that is unacceptable. A direction has to
go out indicating that we will, in fact, open and staff VA nursing
home beds, to be at least in compliance with the law, and to make
a policy decision as to whether or not we need more beds because
of the aging veteran population. World War II veterans are now
very frail and dying. As Senator Mikulski indicated, we have my
generation—well, the Korean generation and my generation from
Vietnam are now approaching 60, and these programs become more
important.

So I think we are doing some wonderful things, great success. We
have now established a uniform policy that says thou shalt have
so many nursing home beds that are open and staffed to be in com-
pliance with the Millennium Care Act.

Senator JOHNSON. Well, I appreciate your trying to address the
whole spectrum of long-term care needs rather than focusing exclu-
sively on nursing home beds. You are right that home health care
and assisted living and the whole array that the private sector has
taken on makes sense within the context of the VA, but I am con-
cerned about the shortage of the nursing home beds, and also
aware that the condition of some of our older VA hospitals are not
conducive to an easy conversion to nursing home facilities, that of-
tentimes that is not seen as an appropriate step, but I look forward
to working with you on that particular issue.

MEDICAL RESEARCH

One last thing I just want to touch base very quickly with. All
the concern about physical plant, trying to catch up with the back-
log on case filings and all the things you are doing, an area that
I have some concern about is whether we are maintaining the re-
sources and the attention of VA research that needs to be there,
and I wonder, as we get in an increasingly difficult crunch finan-
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cially on the resources available to the VA, do you feel that this is
an area that is being squeezed out of the VA agenda?

Secretary PRINCIPI. I will allow the experts to perhaps give a
more detailed response, but from my perspective, research is very,
very important to VA’s core mission of caring for veterans. I think
that some of the recent changes that have taken place in our re-
search program, technology transfer and intellectual property,
where the VA really receives the credit for this research, a research
that is focused on our veteran population, are all things we can be
very proud of.

The budget goes up $10 million, it keeps pace with inflation, and
I think it gives us a good base to continue to seek grants from NIH,
which we have been very successful at. We take a significant
amount of money out of the medical care appropriation and com-
bine it with the Egl.Z billion research program.

I think we have a lot to be proud of, and I hope we will see more
discoveries for which the VA will be the beneficiary both in terms
of our patients who may have lost limbs, have a spinal cord injury,
or a traumatic brain injury. And that VA will get the credit and
some of the money to improve the research at the facility as well
as rewarding the research. Those are the goals, and I think we are
doing very well.

Sezlnator JOHNSON. I would yield back. My time has about ex-
pired.

Senator BOND. Thank you very much, Senator.

MEDICAL CARE FUNDING LEVEL

Mr. Secretary, the VA budget for medical care represents an in-
crease of $971 million over the current fiscal year, including collec-
tions, for a total of $21.9 billion. Are you confident that is sufficient
to meet the needs of all veterans who seek VA health care with the
best quality and in a timely fashion?

Secretary PRINCIPI. I feel like I am on Regis. How do I answer
that question?

Again, I am pleased, very pleased with the budget that we have
received from the President. I think it reflects a real commitment.
What concerns me is, that we do have a lot of needs and a lot of
different areas. We have allowed ourselves, and not maliciously, to
back ourselves into policies that I am concerned about.

We talk about category 7’s, for example. We have got the CBOC’s
out there. A lot of people are coming to us. HMQ’s, as you said,
Senator, are closing down, and I am not sure we have really ad-
dressed this issue as all the stars in the universe, you touch one,
they all get hit. What does this mean for our overall system?
Where are we going? Who do we provide care to? What care do we
provide? It impacts on the CARES process, on how many category
7’s come in, and what kind of copayments do we collect from 7’s.
We are not collecting very much now, as you said, 10 percent, and
these are people who are nonservice-connected, and have higher in-
come. They are deserving because they served their country. They
may have scaled the walls of Normandy and never filed a claim for
benefits.

So they are nonservice connected, and they have higher income,
but I am not saying they are low priority because of what they did
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during World War II and Korea. These are the issues that we have
to grapple with, and certainly with the committee, we need to de-
termine where we are going, because there are 25 million men and
women out there. We see about 4 million. We get $22 billion. If you
extrapolate that, that leaves probably about $180 billion to care for
everybody.

So we have to determine what does this mean to the system as
we increase access points. Do we allow everybody to be enrolled,
and can we provide high-quality care and what will it take? Those
are the issues that need to be discussed up front rather than say-
ing the way I think we have done it.

MEDICAL CARE COLLECTIONS

Senator BOND. Well, I have got a whole bunch of questions that
I am going to give you lots of opportunities for answers. Let me try
to run through them. The VA collections you say are going to in-
crease by about $200 million. In the past, the collections have al-
ways fallen short of projections. They have remained relatively sta-
ble to just around $570 million. Why do you think collections can
be projected to increase so significantly this year and next?

Secretary PRINCIPI. I think a couple of reasons, first, reasonable
charges. We have seen the results of imposing reasonable charges
now on third party, and we have already collected $355 million in
total medical care collections in the first half of the year. That is
a record, so I am pleased with the trend.

Second, I think we will see some adjustment in copayments in
pharmaceutical benefits. All of those dollars, of course, stay with
the system, so we will see an increase in first party reimburse-
ments in 2002, and I am hopeful that we will continue to improve
our processing. I am not convinced that we do it as well as we can.

Our accounts receivable are high, the amounts we recover are
low, and the cost of collecting is too high. We need to find out what
are the best practices out there, export those best practices uni-
formly around the system, and have a uniform standard. Rather
than allowing everybody to do their own thing their own way. We
need to have more uniformity.

Senator BOND. I understand a large percentage of the cost of the
VA bills could never be recovered. They cannot recover from an
HMO or receive full cost from a medigap policy, but clearly there
is an opportunity to do better. What do you think is the maximum
amount of additional reimbursements that you believe VA could be
recovering, and what do you see as your plans down the road to
improve the collections program to recover fully all of those costs
so we can increase the resources that we devote to veterans health
care?

Secretary PRINCIPI. I do not know. You know, we cannot collect
from Medicare. You know, the big insurers of the private sector col-
lect from Medicare. That is unavailable to us, so we have to go
after the HMO’s, unless they have a provision that allows reim-
bursement—most do not. That puts us at a disadvantage, because
we have to go after the small insurance companies, but I do believe
it is higher than we are now. I think we may be able to break $1
billion in collections. Certainly, as we look at the issue of category
7’s, that is something that we have to address.
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Dr. GARTHWAITE. Just one comment. One of our challenges is
identifying insurance, and we are working with Medicare to see if
they have a data file that would allow us to know that the veterans
had insurance.

Secretary PRINCIPI. And also being a TRICARE provider will be
very important.

Senator BOND. That is a possibility. Budget accountability is
something I mentioned earlier. More than $700 million this year
was identified in spending that will not meet original budget plans
for fiscal year 2001. I hope you will work with us to develop a sys-
tem that links the budget development with the budget execution.
If you tell us what you are going to spend it on, we can appropriate
that rather than having a mismatch between what is requested
and how you account for it, and that is frustrating for us, and it
is not effective.

Quickly, what else can be done to identify insurance for veterans
who have private insurance?

Secretary PRINCIPI. Well, certainly I have directed—I do not
know if it has gone out yet, but I have directed that when we reg-
ister or preregister an individual, that the individual signs a form.
The individual then has to sign that the information provided is
true and correct, that it is a violation of Federal law if they do not
write down their insurance company. I mean, DOD does it in every
case. We need to do more to identify insurance at preregistration
before any veteran comes to the medical center for care.

Perhaps Dr. Garthwaite has some other ideas, but clearly we are
not getting the information we should be getting, and as a result
we cannot bill an insurance company for the cost of care.

NEED FOR MEDICARE REFORM

Senator BOND. I will return to that after Senator Mikulski’s next
round of questions. Thanks.

Senator MIKULSKI. Thank you very much, Mr. Chairman. I just
want to amplify the point that had been made related to priority
7.

I believe that you are seeing a growth in the priority 7 cases be-
cause of the failure to do real Medicare reform, and I would really
encourage you at the highest level within the Bush administration
to really press that Medicare reform, which I know the President
does want to do, be really accelerated.

It is actually even more of an impending crisis, I think, than so-
cial security. Social security is a demographic money problem. This
is a whole other issue. I have such confidence in Governor Tommy
Thompson that I believe that we could really make progress on
this, but the Medicare HMO is a disaster.

I have had the closures downs just first in my rural areas and
then $75 premiums because you lived in Salisbury instead of Balti-
more. What does that mean if you are 65 years old, the VBA give-
backs that I know we have worked with on a bipartisan basis for
training and for home health care.

So really the need for Medicare reform—and I truly believe a
prescription drug benefit would really help alleviate the pressure
on you. They are coming to you not because of part A, because they
want to come into your great hospitals, but they are coming to you
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because of part B. They want to see the doctor, specialist, and have
access to prescription drugs, and they feel, they could pay for
medigap and maybe get additional help there, so I think this is
where it is intertwined. So enough said.

GERIATRIC EVALUATIONS

Long-term care is, again, facing the entire population and if we
could get the implementation of the Millennium Act, I think the
Millennium Act is an outstanding act, but the question is how to
do this, and here is my question. First of all you say, Dr.
Garthwaite, you need 1,200 beds. One of the issues is appropriate
evaluation so that people go in the right place at the right time.

My dear father died of Alzheimer’s, but because we had geriatric
evaluation at Hopkins, we could use adult day care and that kept
him at home with us, and I believe stretched out his cognitive abil-
ity. But we needed to have the right evaluation and where he was
in this situation before we looked at this.

So my question is threefold. Number one, are you building geri-
atric evaluation into it? Number two, by geriatricians, okay, be-
cause the other people that my father saw before I got him to the
Hopkins geriatric evaluation just said, oh, it is old age, and wanted
to give him tranquilizers, because he was starting to live the 36-
hour day that I know you are familiar with.

So the question is, number one, appropriate evaluation, number
two, how are you going to pace this? This is really significant. And
number three, the issue of assisted living in all of this, because
often it is a family collapse rather than a health collapse that re-
quires long-term care, and a different type of facility might be more
suitable.

Dr. GARTHWAITE. I could not agree more. My father also died of
Alzheimer’s, so I know personally the challenge of caring for some-
one with that disease. I am sure you are aware of our geriatric re-
search education and clinical centers. We actually have 21 across
the United States, and these are dedicated to research and under-
standing of the challenges and diseases and difficulties with aging,
and the education of other geriatric providers throughout the sys-
tem.

I think geriatrics owes its birth, really, to those facilities and
other programs such as geriatric evaluation units that the VA has
put forward. In the Millennium Act we see several related things.
One is that there is a proposal for a new covered benefit which
would include alternatives to nursing care so that we can provide
services that really are not provided by most health care systems.

We have efforts underway at providing uniform screening and
comprehensive evaluation of patients for those services. We have
authority to conduct one pilot in assisted living, and that has been
awarded. It has been awarded in VISN 20, and it is starting up
shortly. I think we totally agree with you with the significant em-
phasis on alternatives to nursing care, because frankly that is bet-
ter for the patients and more cost effective.

Senator MIKULSKI. I know my time is up, but do you have a
sense of how you will pace this implementation of the Millennium
Act? You do not have these facilities. You have a few scattered
through the entire United States of America.
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Secretary PRINCIPI. Well, I know we are talking about the one at
Fort Howard as a possible assisted living facility, but we do not
have a clear policy, Senator, and we need to get the policy in place,
and then from that point make the determination of how we are
going to proceed.

FORT HOWARD

Senator MIKULSKI. Yes, and also new ways of being able to do
this, not only the assisted living but the adult day care, and are
there going to be public-private partnerships, and creativity, I
mean really creative and resourceful.

Yes, Fort Howard, as you know, is closing. We are looking at a
way of providing some continuing care for this also, not to be the
assisted living demonstration project, but I think what we have at
Fort Howard is an opportunity, and could I have you take a look
at Fort Howard? I want to be sure you are satisfied with what we
are doing at Fort Howard, talk with me, so that the veterans of
Maryland are satisfied and that we can move forward on it.

Secretary PRINCIPI. I would be happy to. I was out there many,
many years ago, and need to do a return visit to assess that, but
I have talked to my people about it. Dr. Garthwaite has a good site
for that, but we will take a look at it, and I will get back to you,
Senator.

Senator MIKULSKI. Thank you. Thank you, Mr. Chairman.

Senator BOND. Thank you, Senator Mikulski.

Senator Leahy, are you prepared to offer a statement and/or ask
questions?

Senator LEAHY. Thank you, Mr. Chairman. I will submit ques-
tions for the record, but as I was upstairs in another matter on Ju-
diciary, I am glad to see the Secretary here. He and I have known
each other for almost 25 years, and I am very pleased to see him,
and I look forward sometime to having him come up to Vermont
to see how the VA operates there. There are a number of success
stories there.

Secretary PRINCIPI. It is great to be back, Senator, and I look for-
ward to working with you on the various programs. We are making
progress. We have some more to do.

Senator LEAHY. I would, with full disclosure, Mr. Chairman—be-
cause my mother and all her family are from Italy, I will only be
half as tough on the Secretary as I would be otherwise.

Secretary PRINCIPI. You have reminded me of that over the 25
years.

Senator LEAHY. I find I do not have to remind you any more.

Senator BOND. Do not bet on it, Tony, but it is nice to have out
there just in case.

Secretary PRINCIPI. That is the better half, his mother.

Senator LEAHY. When my mom was alive somebody before one of
our committees, obviously an Italian name, man about 50, and was
somewhat nervous coming before the committee—it was a con-
troversial thing—and my mother called and said, don’t you give
that nice boy a rough time, or that nice young man a rough time.
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TAMPA STUDY—AUTOMATIC CLINICAL GUIDANCE

I have pushed the VA in the past few years to test new software
that might automate clinical guidance for veterans. There is so
much data out there that can be picked up.

The VA, as you know, has been a great spot to detect trends on
a lot of things, heart condition, diabetes and so on, and if you have
the right software, as I see it, you would end up increasing the
quality of care, but you could also save a lot of money, too.

Now, I understand that a test of these tools at the Tampa VA
Hospital did show, as Senator Mikulski brought out, the dramatic
improvement in the care of diabetes patients, but I have not read
an actual copy of the report. I do not know if you have heard of
the Tampa study yourself. Do you have any thoughts about how
this kind of software could improve health care across the veterans’
health care system, and do you have a copy of the study?

Secretary PRINCIPI. I have not seen the study. I know of the
study, and I know the work there has been successful, and I need
to read the study, but you are absolutely right, I do believe that
we need to look at the expert systems that are available, the solu-
tions that are available to allow us to do our work better and with
higher quality and quicker, and I know in the benefits claims area
as well, there are systems out there that perhaps can be imported
to assist us.

We have an aggressive look now. I know the Under Secretary for
Benefits, Mr. Thompson, to my far left, is doing that and we hope
to be working with the private sector in looking at a procurement
for a system or systems very soon that will help us get this enor-
mous backlog down.

Senator LEAHY. I think you would find a lot of support on this
committee on both sides of the aisle for ways to help you, and to
help the veterans through the kinds of software, through informa-
tion that if you got—and the obvious thing, when you see a sudden
spike in a particular age category of an illness or a result, and that
is happening nationwide, the sooner you know it the better, be-
cause it may well change treatment, and the effect for the civilian
population just to know this.

Again, so many advances in the medical science have come from
the VA system partly because you can look nationwide, so let us
continue to work together on that, and Mr. Chairman, you do not
have an easy job on this part of the budget because there is always
more demands that we never have the resources for. I commend
you for over the years your deft hand at trying to balance how best
to do that, and I have enjoyed working with you on it. Thank you
very much.

PRIORITY 7’S

Senator BOND. Thank you very much, Senator Leahy. That is
what makes the job so much fun and rewarding, but that is why
they call it a budget, because there are always more priorities than
tﬁere are resources to meet them, and we appreciate your work on
those.

Speaking of priorities, over the last 5 to 6 years, priority 7 vet-
erans have risen to about 27 percent. Your budget projects a slight
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drop, and I would like to know the philosophy on the sevens. We
want to make sure that they are not being provided expansive care
for the service-connected low-income veterans. Are there other
ways that you are considering of increasing the cost share for the
sevens on the kind of care that they receive?

Secretary PRINCIPI. A critical issue, Mr. Chairman. Thus far,
there has been no change in policy with regard to sevens. Again,
I would certainly like to continue to be able to enroll sevens, but
at the same time, the impact they are having on the system—
whether it is going to have an adverse impact on the service con-
nected to the poor—I am not sure we know quite yet, because they
are still coming in, in relatively large numbers.

I do believe that if we continue to have unrestricted enrollment,
that we need to look at the copayment issue and getting reimburse-
ment from insurance companies. Because collecting 10 cents on the
dollar, spending $1.5 billion on sevens and only collecting about
$150 million, of which 22 to 23 percent is for overhead to collect
the $150 million, the system is finitely budgeted. We only have so
much money to go around, and we heard about all the needs for
long-term care, and hepatitis C and other programs. We have to
make some decisions.

But I am hopeful through an increased copayment and increased
reimbursement from insurance companies, we can continue to en-
roll sevens and continue to have a full spectrum health care sys-
tem.

Senator BOND. I notice that there is a projected slight drop in
2002. What do you see for the long term? Are we going to see a
drop, or is this just 2002, just a 1-year time? Is it going to continue
to go up? There are lots of other—TRICARE and things like that—
is it likely to impact the number of sevens?

Secretary PRINCIPI. I think it is hard to predict. I think with an
increasing copayment you will see a drop-off, certainly, in veterans.
I think with TRICARE for Life, where military retirees age 65 can
now enroll, and enroll their spouses in the TRICARE program, will
drive some away from our system. I do not know what percentage
of the military retirees will choose to go to TRICARE. We have pro-
jected 25 percent, or 27 percent in 2002, so $235 million of our
budget has been transferred to DOD to pick up that liability.

That may be high, that may be low. I think we have to wait a
year.

As Senator Mikulski said, if Medicare has a more attractive pre-
scription benefit, and Medicare reform, that could have an impact
on our system.

There are a lot of variables, a lot of unknowns.

COMMUNITY-BASED OUTPATIENT CLINICS

Senator BOND. Let us turn to community-based outpatient clin-
ics. That has been something that I think all the members of the
committee, and I have been certainly most appreciate of the new
service that is being provided. We have tripled the number of
CBOC’s since February 1995, but GAO tells us 13 percent of the
VA users, 432,000 veterans, are not within 30 miles of VA medical
facility.
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They found the majority of patients who lack reasonable access
are concentrated in six networks, including VISN 15, which encom-
passes most of Missouri. Is there something inherent in the net-
works that makes improving access for veterans more difficult?

Secretary PRINCIPI. I believe we need national policy guidelines
with regards to the CBOC’s. I believe that is in the works, and due
to me any day now so that we can take a look at the shortfall be-
fore we send a new list up to you to activate new CBOC’s. There-
fore, no new list will be sent up until we have a uniform policy.
Dr. Garthwaite and I will discuss the policy, and hopefully continue
to make sure that our coverage is where it should be.

Senator BOND. Well, I know that Senator Craig is going to be
very interested in that, and we are looking forward to seeing it. I
realize in some areas veterans are just too widely dispersed to be
within the 30-mile range, but we do look for your best rec-
ommendations on how to handle those situations.

HEPATITIS C

Let me turn to hepatitis C. A couple of years ago we were esti-
mating $500 million in actual spending. It was only $50 million
last year on screening in the antiviral drug therapy. Last year, the
agency stated VA believes the surge of patient workload is likely
to occur in fiscal year 2001 due to increasing veterans awareness,
education, and training of staff, and to VA’s promotional efforts.
Why haven’t these projections been realized?

Secretary PRINCIPI. Dr. Garthwaite can answer some of the de-
tails of this, but from my perspective, I want to point out that I
believe the Department is committed to screening, testing, and pro-
viding treatment to as many veterans who have inflicted this hepa-
titis C virus. I think we are plowing new ground here. Our esti-
mates were not accurate, because this is relatively new to us, and
perhaps we did not have the data systems in place by which we
could truly monitor what was going on in the field, and then again,
only 20 percent of those with hepatitis C actually go into the treat-
ment.

We found of that percentage, 50 percent complete the treatment
because of the toxicity of the drugs, and so veterans do not com-
plete the treatment, and of those that do complete the treatment,
50 percent, I guess, go into remission. I do believe however, we
have made an effort to outreach and screen and provide treatment
to a great many veterans.

Dr. GARTHWAITE. All I would add is that we started this making
estimates where everything was an assumption. We have no empir-
ical data to use, and so we are rapidly enhancing our under-
standing.

We believe we have tested—we have certainly done over 600,000
tests, significantly more than that in 1999 and 2000, and identified
75,000 unique individuals who are positive for hepatitis C and are
actively managing their cases and providing them a lot of health
care.

The key is, we do not quite know how many people we have
screened, because it is in each individual chart, but we did recently
implement a reminder system that electronically captures the
screening, so we believe over the next couple of years we will be
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able to document that we have screened every veteran at least with
the questions that decide whether they should have the tests done.

Senator BOND. So this may be a question of just inadequate in-
formation, but still it is a management system that you need to put
into place to make sure that everybody understands the need for
a screening, so that you will communicate to the hospitals that this
is a priority to screen for this, and you will assure that there is in-
formation technology in place to assure that follow-up?

Dr. GARTHWAITE. We have communicated the importance, but
you need to remind providers at every visit, at each time there is
a visit. People are busy. There are a lot of things going on, and we
need to document it so that we know it actually has happened.

In addition, we are sending out 3%2 million fliers, with the help
of the American Liver Foundation, to encourage people to come be
tested.

Senator BOND. The number for fiscal year 2002 is $172 million.
Is that a reasonable estimate?

Dr. GARTHWAITE. We think it is, based upon currently updated
information, and I think I would beg your indulgence. We are try-
ing to get smarter and better as we go, and we will share all the
information we get with the committee.

Senator BOND. Well, we will look forward to seeing the perform-
ance measures when you get those in place so we know that it is
working.

CARES SYSTEM

Let us turn now to CARES. I have been very supportive of this
process. It took too long to get off the ground. We want to make
sure it does not fall behind. We have heard that, quote, if the integ-
rity of the model and data is proven, we will continue this process
throughout the system.

What does that mean, and what is your assessment of the
CARES system, and are you committed to it?

Secretary PRINCIPI. Yes, I am committed to it, because I do think
we need to rationalize this infrastructure and bring it in line with
the demographics, and changes in the health care delivery. But, I
do think the data needs to be unassailable. I think it needs to have
a great deal of integrity that the books have not been cooked, and
we are taking into consideration suppressed demand and all of the
other factors, so that people have credibility in what we have done
when we have to make the hard decisions.

So I am committed to it. I am not backing away from it. But, I
know that it is going to involve some tough decisions in every
State, and I want to get on with it as quickly as possible, and make
the changes. We are not in the real estate business, we are in the
health care business, and if we can demonstrate that we can en-
hance health care by changing the mission of a facility, then I
think that is important.

Senator BOND. Do you support a moratorium on major medical
projects, pending the completion of the CARES study?

Secretary PRINCIPI. I am sorry, sir.

Senator BOND. Do you support a moratorium on major medical
projects, pending the completion of the CARES process?
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Secretary PRINCIPI. Sir, no, I do not. We have a large health care
system in America, and it is deteriorating in some areas, and I
think we need to make investments in those areas where we know
there will be no change in mission.

I can assure this committee, the chairman, that I would not in-
vest dollars in a facility that had even the most remote probability
or possibility of a mission change. But, we cannot afford to allow
our system to deteriorate and impact on the quality and patient
safety, and there are some things that we need to get on with. So,
I urge the committee that certain additions, certain renovations,
carefully prescribed in consult with this committee, should go on
and keeping in mind that this process is taking place, but look
what happens.

Look what has happened to the DOD health care system. It has
deteriorated, equipment past its useful life, and I think we need to
be very, very careful that that does not happen to the VA.

But again, I know about CARES. I know about putting money
into the facilities. At the same time, we need to watch our capital
asset management as well, because we are making decisions with
regard to licenses, leases, contracts that are binding our hands for
many years, and that is an issue of concern to me as well.

Senator BOND. Well, we certainly agree with you on the safety
aspects and other things, but I think it is important there be some
standard that you have, because I have heard in Government there
are such things as politically popular investments. The proponent
always calls them a strategic investment. There are those who call
them pork-barreling, and one of the objectives of CARES was to es-
tablish a clear line to determine what is a sound investment.

To the extent that there must be some standards—for example,
one of the things that I think the seismic risk—VA has 69 facili-
ties, most of them on the West Coast. We do earthquakes along the
New Madrid Fault as well, but how much of an emergency is this,
and will CARES process impact this? Are there other areas where
there are critical needs, for which you have standards that you
would want to move forward?

Secretary PrRINCIPI. Well, clearly, seismic is an important area.
You never know whether or when the next one is going to hit.
Clearly, some are in more active seismic areas than others. We
need to take a look at that.

Electrical, water type of infrastructure repairs that need to go
on, and facilities that we know will remain with a highly unlikely
mission change or expansion, I think it is those areas, but we need
standards. You are right, you need to know what we are basing the
request on, and we will provide that to you, but I do think we need
to get on with some minor and major construction to keep the sys-
tem at a high state of quality.

Senator BOND. Give me a quick update on the pilot project in
VISN 12, and have you learned any lessons, and will we get all
phases completed by 2003?

Secretary PRINCIPI. Yes. I am hopeful that we will have the op-
tions to me in June, later this month, in June. There are some
draft options now which are being linked to the data, to the cri-
teria, and as soon as that work is done we can get into the deci-
sion-making process.
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Have we learned anything? There was some concern on the part
of some of the leaders of the veterans service organizations that al-
though they were kept informed, they really did not feel like they
were part of the process. So, we are holding a 1-day workshop with
them to alleviate their concerns and make sure that they are read
into it, and have a voice in that process.

ST. LOUIS VAMC PARKING NEEDS

Senator BOND. Finally, speaking of strategic sound investments,
VA has identified a number of projects validated by VA’s Capital
Investment Board in the past few years that have not made it into
the President’s budget. One of those happens to be a parking ga-
rage at the St. Louis Hospital, where parking is very limited for
patients and staff. Are there any innovative solutions you might
look at for addressing the problem in St. Louis, and could you work
with us to come up with some solutions to it?

Secretary PRINCIPI. Yes. The project had been approved by the
Capital Investment Board for advanced planning funds, but it did
not hit that priority. However, because of its importance we are
looking at enhanced use, and will have an enhanced use assess-
ment within 30 days. We will get back to you with the results of
that assessment, but I believe going the enhanced use route is a
viable option to meet the parking care needs, which is very impor-
tant and very critical.

ADDITIONAL COMMITTEE QUESTIONS

Senator BOoND. Mr. Secretary, thank you very much for your an-
swers. Believe it or not, I still have a bunch of questions for the
record, but I will submit those to you by staff, that we will keep
the record open for any questions, and we would appreciate your
answers.

We thank you very much for your testimony. Is there anything
further you wish to add?

Secretary PRINCIPI. No, sir, thank you.

Senator BOND. Thank you very much.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-
ing:]

QUESTIONS SUBMITTED BY SENATOR CHRISTOPHER S. BOND
VETERANS BENEFITS ADMINISTRATION ISSUES

Question. A few years ago, VBA organized its 59 Regional Offices into “service de-
livery networks.” What improvements, if any, are attributable to the SDNs?

Answer. The reorganization to nine Service Delivery Networks (SDNs) has re-
sulted in more open and honest communication between operating elements within
the Veterans Benefits Administration (VBA). In addition to improved communica-
tion, the reorganization has been successful in promoting cooperation and elimi-
nating destructive competition. This is reinforced through VBA’s Executive Perform-
ance Appraisal System. A part of every facility director’s performance appraisal is
based on the successful achievement of SDN and VBA performance goals, as well
as local goals. This has resulted in stations within SDNs being more willing to share
resources in the interest of SDN performance gains.

Several SDNs have created shared budget web sites to facilitate the tracking and
sharing of resources at that level. SDNs frequently meet to discuss SDN-specific
issues and five have created SDN-specific web sites. This level of cooperation and
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participation is unprecedented in VBA. The SDN reorganization has opened up for-
mal channels of communication that did not exist in VBA previously.

Communication within the SDN has resulted in improved service to veterans. In
some cases, directors have adjusted traditional geographic barriers in the interest
of providing enhanced service to veterans. Many SDNs participate in inter-SDN
brokering arrangements initiated at the SDN level. Several SDN 1 stations share
the processing of overpayment waiver requests by their Committees on Waivers.
SDN 1 also utilizes shared resources for conducting local Systematic Technical Accu-
racy Review (STAR) quality reviews. This fosters uniformity in decision-making and
error identification within the SDN. SDNs 1, 8, and 9 have developed community
Web sites for the sharing of best practices. SDN 6 has consolidated burial flag proc-
essing at the St. Paul Regional Office to increase efficiencies within the SDN. SDN
9 developed an electronic system for marketing and selling VA-acquired properties
across all Regional Offices within the SDN. This initiative has been exported nation-
wide and has resulted in significant cost savings to the government. These are only
a few examples of cooperation among SDN members resulting in improved service
to veterans.

Question. Performance varies considerably amongst the 59 VBA Regional Offices
and there seems to be no accountability. How will you improve accountability for
performance?

Answer. The restructuring of VBA’s field organization into SDNs was designed to
increase the responsibility and accountability of field managers for performance.
Through the SDN structure, decision-making authority is pushed down to lower lev-
els of the VBA organization. This allows VBA to hold managers accountable for
their decisions and their performance and for identifying and effectuating the
changes needed to improve performance.

The Regional Offices are organized under nine SDNs. Directors and program man-
agers in each SDN function as a team, jointly responsible for the delivery of benefits
and services within the SDNs’ geographic boundaries. The SDNs operate with a
practical degree of autonomy; however, there are systems in place to ensure ac-
countability and measure performance on the basis of improvement and outcomes.
Performance measures are tied to VBA’s Balanced Scorecard and strategic goals.

In restructuring the VBA organization, direct line authority over field organiza-
tions was maintained. Ensuring a direct line of authority was particularly critical
during the initial stages of team-based SDN development. This line of authority is
provided through the Deputy Under Secretary for Operations and the two Associate
Deputies. The Associate Deputies are responsible for overseeing the operations of
the SDNs, including monitoring performance against goals and standards and as-
suring progress in the implementation of national policies and initiatives.

Variations in performance among the Regional Offices occur because of a variety
of factors, including workload, resources, and staff experience levels. Our target set-
ting process, designed to achieve performance targets at the national level, assures
that individual station-specific targets are as appropriate as possible. In order to
make sure targets are challenging—yet achievable for all Regional Offices—and to
hold managers accountable for performance, targets are individualized for each sta-
tion in each Balanced Scorecard measure. It is with these performance targets that
the foundation of accountability is set.

Accountability is established through the performance briefings and discussions
that are conducted within the SDNs and at VBA leadership meetings. These discus-
sions include detailed explanations about workload issues at each station. Directors
and SDN representatives are responsible for explaining to each other their progress
in achieving national, SDN, and station targets; identifying current performance
problems; citing solutions that are being implemented; and sharing best practices.

Formal accountability is maintained through our performance management sys-
tem. Element 1 of the Directors’ performance standards measures the achievement
of the Balanced Scorecard targets. A weighted composite score is developed to assess
how each station and SDN are performing overall based on their business lines’ per-
formance on the Balanced Scorecard. The performance standard element itself
weights the national score at 15 percent, the SDN score at 50 percent, and the sta-
tion score at 35 percent. Directors must achieve 85 percent of the composite per-
formance target. Thus, the directors are held accountable for how their stations per-
form and contribute to the SDN and national performance. Directors are provided
feedback at the mid-year review, as well as during their annual performance ap-
praisal.

Question. Have SDNs helped in improving accountability?

Answer. As discussed in response to the preceding question, the SDN structure
has significantly improved accountability. An additional aspect of accountability is
provided in element 2 of the Directors’ performance standards. Under this element,
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his/her SDN directors rate each other on teamwork and cooperation. The rating is
done using a web-based questionnaire. Directors are provided with written feedback
developed from the input of the other directors. That feedback is discussed in a
closed session of the SDN directors in consultation with the appropriate Associate
Deputy Under Secretary for Operations. Each director is responsible to the group
of SDN members, thus strengthening overall individual accountability.

Question. VBA expects to improve its accuracy rate from 59 percent in 2000 to
72 percent this year. What specific efforts will result in such a large increase?

Answer. VBA has placed an increased emphasis on the timeliness and accuracy
of the claims process. In the past few years, VBA implemented a number of initia-
tives designed to improve the accuracy of claims processing. VBA established Qual-
ity Countermeasures Teams to identify processing errors and focus resources on cor-
rective actions. The STAR program identifies specific errors. Countermeasures are
developed to address the most prevalent errors, and “Just in Time” training is pro-
vided to mitigate the most frequent errors.

The Decision Review Officers (DRO) program provides a level of review to ensure
that accurate decisions are made and that the decision is fully explained to the vet-
eran. Feedback from the DROs is used to improve accuracy. The Training and Per-
formance Support Systems (TPSS) initiative provides comprehensive training for the
core claims processing work. TPSS and the Systematic Individual Performance As-
sessment (SIPA) initiative will provide accountability and uniformity to the claims
process and result in improved accuracy.

These initiatives and capitalizing on the information technology investments will
provide VBA with the opportunity to make significant strides in our efforts to im-
prove the accuracy of the claims process.

Question. VBA is requesting an additional 890 FTE for fiscal year 2002. What
workforce analysis or data was used to support the need for these additional FTE?
Do you foresee the need for additional increases in VBA staff in fiscal year 2003?
Has VBA done any analysis showing exactly how many employees and what skill
mix are needed in each regional office to support the expected disability claims
workloads? Has VBA developed a formal workforce succession plan?

Answer. In 1998, as VBA began development of the fiscal year 2000 budget re-
quest, we identified a number of critical management challenges that would ad-
versely impact the VBA organization in the near-term and long-term future. The
workload was becoming increasingly more complex and would increase in direct pro-
portion to that complexity. A significant percentage of the experienced workforce
was approaching retirement age.

The organizational structure did not lend itself to providing quality veteran/cus-
tomer service. In the fiscal year 2000 plan and budget formulation process, VBA
i)utlined an ambitious, multi-year approach to address these management chal-
enges.

VBA began addressing the human capital challenge in their fiscal year 2000 budg-
et submission; further efforts to resolve the challenge were included in the fiscal
year 2001 and fiscal year 2002 submissions. VBA developed a workforce plan that
includes succession planning. Staffing needs of each regional office are assessed, and
a matrix that assesses employee skill levels is currently under development. A com-
prehensive VBA training program (TPSS) is addressing the training needs of new
and current employees.

Analysis is underway to determine whether VBA has successfully addressed the
human capital challenge by the end of fiscal year 2002. The results of this analysis
will determine whether VBA will request additional FTE in fiscal year 2003.

Question. VBA expects duty-to-assist requirements and diabetes claims to increase
the pending workload dramatically in fiscal year 2001 and fiscal year 2002. What
is VBA’s forecast of the pending workloads in fiscal year 2003 and fiscal year 2004?
Do these forecasts show the workload will decrease? When will it begin decreasing?

Answer. The legislation regarding these issues not only resulted in an influx of
new claims, but essentially changed VA’s procedures for processing both. The new
duty-to-assist law requires additional wait time be built into the claims process as
part of the development. Added development is also required prior to making a deci-
sion. As a result, we do not anticipate that the increase in workload resulting from
this change will dramatically decrease in the coming years. Similarly, the change
to the law involving diabetes also changed the fundamental work process involved
in adjudicating this type of claim. While the initial flood of claims will gradually
dissipate, we expect a steady stream to continue.

We do anticipate an overall decrease in workload by late 2003 or early 2004. We
have seen a downward trend in number of claims received, and barring any new
legislation, we expect this trend to continue.
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Question. In processing initial compensation claims, how long on average do Re-
gional Offices wait to receive evidence needed from external sources? Other than es-
tablishing predischarge sites, what has VBA done to reduce waiting times and what
else can be done?

Answer. VBA has analyzed the delays encountered in obtaining evidence from its
primary information providers. This analysis shows that, depending on the sources,
1t takes 2-166 days to obtain evidence necessary to adjudicate claims. The chart
below shows the number of days it takes to receive evidence from the major pro-
viders of this information.

Access to Evidence

Days to

Evidence Source Receive
CURR (U.S. Army Center for Unit Records Research) ..........cccccoeveviiiniennnnen. 166
National Personnel Records Center ...........cccceeeeuvvennnnen. . 100
Private Medical Records .................... . 50
VA Physical Exams ............ . 35
VHA Records .......cceevveennnenn. 31
Records Management Center ...........ccccoeecveeeeieieeeiiieeeiieeeecreeeereeeeveeeeeveeeesveeenns 2

In the past, VBA had difficulty in obtaining service medical records to process
compensation claims. In 1992, VA entered into an agreement with the Department
of Defense (DOD) to resolve this issue. Now, DOD sends the veteran’s service med-
ical records to the VA Records Management Center at the time the veteran is dis-
charged. This process has reduced access time to this information to 2 days. VBA
initiated several efforts to improve the timeliness of its evidence-gathering efforts.
The National Personnel Records Center is the major source of information to process
compensation claims. VBA developed an automated system to requests veterans’
service medical records (veterans discharged prior to 1992) and military service
records from the National Personnel Records Center in St. Louis. The Personnel In-
formation Exchange System (PIES) was fully implemented in fiscal year 2000. In
addition, VBA has placed VA staff at the National Personnel Records Center to as-
sist in alleviating the backlog of requests for information.

VBA and VHA have partnered to create a joint exam office that will improve the
timeliness of processing initial claims. A Compensation and Pension Records Inter-
change (CAPRI) was developed in order to improve VBA’s access to VHA medical
records.

VBA continues to work closely with the United States Army Center for Unit
Records Research (CURR) to reduce the delays encountered with stressor
verification requests required in the processing of PTSD claims. The Compensation
and Pension (C&P) Service has issued a Statement of Work for an electronic data
exchange system similar to PIES to improve the timeliness of those requests.

Question. What is VBA doing to identify, evaluate and disseminate best practices
to the field?

Answer. In recent years VBA has developed systems and mechanisms for evalu-
ating practices used by its field facilities. A prime example is the establishment of
the Business Process Reengineering (BPR) case management demonstration sites.
These sites by their very nature are test beds for best practices. Within the six iden-
tified sites initiatives designed to improve claims processing are tested prior to im-
plementation nationwide.

These demonstration sites are modeling the case management service process to
include: defining and implementing this process; testing PC-based case management
tools; and developing and utilizing a series of reader-focused writing letters that
provide customers with process expectations, evidence needs, and claims status. The
sites are also measuring the impact of this approach on claims processing by track-
ing a number of processes and service indicators including timeliness, accuracy, cus-
tomer satisfaction, employee satisfaction, pending workload, and telephone service.
After careful testing and evaluation, the initiatives, which are considered best prac-
tices, are rolled out to other stations.

The following represents a number of initiatives that were developed and tested
locally in the field. Based on the merits of these local efforts, the concepts were de-
veloped, evaluated and are being (or about to be) implemented nationally.

—Training Responsibility Involvement in the Preparation of Claims (TRIP)

—Personnel Information Exchange System (PIES)

—Social Security Administration (SSA) Link

—Center for Unit Records Research (CURR) Link

—Compensation and Pension Record Interchange (CAPRI)

—Expectation Letter
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—Case Management

—Veterans Service Representative (VSR) Position

—Veterans Service Center (VSC)

—National Automated Responses System (NARS)

—Reader Focused Writing (RFW)

—Decision Review Officer (DRO)

—Skills Matrix

—Claims Adjudication Processing System (CAPS)

—Balanced Scorecard Utilization

Another initiative designed to evaluate and report on best practices is VBA’s Vir-
tual VBA lab at its Regional Office in Washington, DC. This lab is testing a
paperless claims folder process that will result ultimately in a controlled rollout to
other stations.

Other initiatives aimed at evaluating and disseminating best practices include
VBA’s telephone strategy, which is described in detail in VBA’s semi-annual BPR
report, and quality improvement plans and best practices.

As new initiatives are implemented, their impact is measured through the month-
ly Balanced Scorecard. The scorecard is also used to monitor performance nation-
wide through on-going VBA Leadership meetings. The Office of Field Operations
holds regular conference calls with each of the SDNs to discuss quality improvement
efforts, to include any best practices.

Earlier this year, VBA developed a process for the dissemination and implementa-
tion of best practices that stem from efforts at the local level, i.e., grass roots initia-
tives. Further development of the associated evaluation process at the local and na-
tional levels is underway. The focus of the process is to evaluate and disseminate
for implementation locally developed initiatives that can demonstrate real improve-
ments.

The best practice evaluation process will begin at the local level where the initia-
tive is initially implemented. Applying an appropriate evaluation methodology, the
Regional Office will assess the effectiveness of the practice on improving business
operations.

A defined format will be utilized for reporting best practices to include a descrip-
tion of the practice, operation impacts (scorecard), policy and procedure impacts,
cost, resource requirements, and lessons learned.

Upon review and approval as a best practice, the initiative will be posted on
VBA'’s Intranet site. Best practices will be publicized further on the field operation’s
hotline calls. Initiatives demonstrating high impacts may be evaluated further via
the BPR demonstration sites and adopted as a mandatory practice nationwide.

Quegtion. What are your views on consolidating disability claims processing oper-
ations?

Answer. We believe consolidation of some specific types of claims processing to be
appropriate. We are developing plans that would consolidate the processing of our
means-tested programs, as well as small programs such as the Spina Bifida Allow-
ance for children of Vietnam veterans.

Question. What benefits could be gained from such consolidation?

Answer. Consolidation of our means tested pension and very small “specialty” pro-
grams will enable us to focus a highly trained staff on these complex programs and
thereby improve the timeliness and accuracy of claims processing and reduce over-
payments. It will also minimize the complexity of the Veterans Service Representa-
tives (VSR) position, allowing the Regional Offices to focus on the compensation ben-
efits programs. We will be able to provide better oversight of the means-tested pro-
grams and stage the workload throughout the year, evening out the processing cy-
cles and avoiding surges in pension claims workload. Consolidation will also provide
opportunities for enhancing the effectiveness of our training and employee develop-
ment programs.

Question. Could the predischarge initiative have any implications for future Re-
gional Office structure?

Answer. Expansion of our presence at military separation centers is an integral
part of our current and future plans for delivery of VA benefits and services. Origi-
nal compensation claims filed at predischarge sites currently represent approxi-
mately 14 percent of the total claims received. We expect this volume to increase
as more sites become fully staffed and operational. At the same time, our data indi-
cates that veterans today file claims for increased disability benefits more frequently
than veterans in past years. The major portion of our claims receipts are from vet-
erans who are either reopening their claims or are filing claims for increased bene-
fits, and we expect that trend to continue. Our future structure therefore needs to
be flexible to respond to the changing needs of both separating service members and
veterans. We recognize that there are many factors that will change our organiza-
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tion and influence our future field structure. Our goal is to create an organization
that can quickly and efficiently respond to our rapidly changing world.

Question. What percentage of the original claims workload does VBA forecast that
the predischarge sites will ultimately receive?

Answer. Based on the claims filed in the first half of fiscal year 2001, we believe
that about 25,000 claims will be filed at our Benefits Delivery at Discharge sites
this year. This represents 31 percent of the 80,000 claims we expect to receive from
veterans during their first year after separation from active duty. We would like to
expand the predischarge program to 100 percent of all service members who wish
to file claims for disability compensation. However, it may be difficult because of the
remote assignments of some service members, such as on ships at sea, in small mili-
tary bases not near VA medical facilities, or in some foreign locations such as U.S.
Embassies.

Question. Despite recent efforts to improve service at the Washington, DC Re-
gional Office, their performance still lags well behind all other offices. Average num-
ber of days for rating-related actions in March was 297, compared to the national
average of 185 days. Why is this, and what specific actions does VBA take to ad-
dress the worst performing offices, other than shifting their workload to other offices
in the SDN?

The Washington Regional Office has made significant progress over the last 24
months in workload management. With assistance from other Regional Offices with-
in SDN 3, the number of pending claims has been reduced by 40 percent (from
12,712 claims in July 1999 to 7,480 in June 2001). The number of claims pending
in excess of 180 days has been cut in half (from 7,691 to 3,458). It should be recog-
nized that this reduction has been accomplished at the same time that the pending
inventories have been climbing nationwide as a result of the duty-to-assist legisla-
tion and other regulatory changes. The Washington Regional Office still has a much
higher than average percentage of claims pending in excess of 180 days. As the of-
fice continues to work through these older claims, the average days to complete a
rating-related claim will remain significantly above the national average.

Additionally, the Washington Regional Office has jurisdictional responsibility for
claims from veterans residing in foreign countries. Foreign claims currently rep-
resent about 30 percent of the offices pending rating workload. Due to the complex-
ities of foreign mail and correspondence and the need to coordinate medical exami-
nations through the U.S. Embassies, the time required to process these cases is far
greater than that of domestic cases. This is a factor that must also be considered
when assessing the performance of the Washington Regional Office. The average
days to complete foreign rating claims exceeded domestic claims by 83 days for the
month of May 2001. The average days pending for foreign rating claims currently
exceeds domestic by 64 days.

The Washington Regional Office has historically experienced more difficulty than
any other Regional Office in attracting and retaining a highly trained workforce.
This has a significant impact on performance. The fact that VA’s headquarters orga-
nization is in the same location and offers job opportunities within a significantly
higher-grade structure provides unique challenges that are difficult to overcome.
There is also intense competition for federal employees from other agencies in the
Washington, DC metropolitan area at all grade levels, and entry-level salaries in the
Veterans Service Center (VSC) are not competitive with similar opportunities in the
area.

We have developed a proposal to realign workload within SDN 3 that we believe
offers great potential for improving the operations of the Washington Regional Of-
fice. We will be expanding the predischarge program into the Washington, DC Mili-
tary District, which is one of the most highly visible points of separation for the
military services. The Washington Regional Office will be responsible for this pro-
gram. At the same time, we will transfer responsibility for claims from veterans re-
siding in the Northern Virginia area from Washington to the Roanoke Regional Of-
fice, and claims from veterans residing in the Maryland counties of Prince Georges
and Montgomery from Washington to the Baltimore Regional Office. This plan will
decrease the complexity of C&P claims processing at the Washington Regional Of-
fice, as the tenets of service connection are easier to apply in original disability com-
pensation claims when continuity is not an issue and claims are typically “cleaner.”
The proposal will reduce some of the workload volume and complexity in the rating
activity, which is the area that the office has the greatest difficulty in maintaining
the necessary levels of expertise.

In addition to the workload and the performance challenges of the Washington
Regional Office, this question also asks how we address other offices experiencing
performance difficulties. In order to monitor performance in all SDNs and Regional
Offices, we have established bimonthly Leadership Meetings with Headquarters
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staff (including top management staff from the Office of Field Operations and all
Services) and the SDN team representatives. These meetings provide opportunities
to discuss performance, establish clear goals and build organizational accountability.
The meetings also enable us to gain a better understanding of our business and the
tools available to manage performance, and to share best practices and new ideas.

Accountability for performance is emphasized through these Leadership meetings.
At every meeting, we make it a practice to analyze VBA performance across all busi-
ness lines and in all SDNs. Each team representative is responsible for identifying
significant gaps in performance for each office within the SDN, and discussing ac-
tions the SDN has taken to remedy those gaps. We review the success of interven-
tions undertaken to improve performance in offices with more difficult workload sit-
uations. This process ensures that we are constantly assessing the level of service
delivery in all program areas and in all regional offices, sharing best practices and
working together to correct deficiencies and improve performance, and appropriately
holding top managers accountable for performance achievements (or lack thereof).
The Service Directors frequently participate in these performance reviews.

Regional Offices not performing well against critical scorecard measures must de-
velop a “wellness plan” that outlines actions to be taken to address performance de-
ficiencies. These plans are monitored against monthly goals. This process dovetails
with performance reviews conducted by the Associate Deputy Under Secretaries on
regularly scheduled conference calls with each SDN and top managers from the
C&P Service.

We are committed to instituting and evaluating performance measures that will
ensure accountability and drive our future success in benefits delivery. With the
Balanced Scorecard approach, goals are clearly defined at the national, SDN and
local levels that identify where we are and where we need to go. Management is
focused on performance achievement, and scorecard information is used to develop
workable plans for improvement at all levels of the organization. Since instituting
the Balanced Scorecard, we have identified both strengths and weaknesses in our
performance and we are learning how we can improve our service to veterans.

In addition, the directors of all of our Regional Offices have a complete set of per-
formance standards that clearly identify performance expectations. Performance on
the Balanced Scorecard measures is the first element of the standard, and is identi-
fied as a critical element. As such, it weighs heavily in the assignment of annual
performance ratings and any bonuses that may be awarded to senior managers.

MEDICAL SERVICES

Question. VA’s budget assumes that 65,000 military retirees (27 percent of age 65
and over military retirees using VA) will leave the VA, reducing VA medical costs
by $235 million. Are you confident that there will be a net decrease of this many
or more military retirees as a result of TRICARE for Life? On what basis was this
estimate made?

Answer. The Administration estimated that approximately 27 percent of military
retirees who are age 65 or older and currently enrolled in the VA health care system
would voluntarily choose to shift their medical care to the TRICARE system. This
estimated shift is based on convenience (retirees can go to any Medicare provider)
and new out-of-pocket co-payments for medicare services. Military retirees will have
to evaluate which system serves their needs best taking into consideration such
things as cost, convenience, location and quality of health care. The following figures
were used in the calculations: 64,540 enrollees at an average cost of $3,705 per en-
rollee equals $239 million. This amount is then reduced by the nearly $4 million
in collections that would otherwise have been anticipated for those enrollees. The
net savings is, thus, approximately $235 million.

Question. According to GAO, 13 percent of VA users (432,000 veterans) are not
within 30 miles of a VA medical facility. GAO found that the majority of patients
who lack reasonable access are concentrated in six networks. Do these networks
have management or financial issues that need to be addressed?

Answer. The General Accounting Office (GAO) study limited its definition to dis-
tance, which can disadvantage the Veterans Integrated Service Network (VISN)
with large geographic areas and urban veteran populations in terms of assessing
need. For more urban settings, some Networks assess access in terms of travel time
rather than distance. Nationally, a VHA taskforce proposes the use of 30 minutes
or 30 miles as a measure for adequate access. Also, when there is an insufficient
population to support a viable Community Based Outpatient Clinic (CBOC), i.e., a
panel size of approximately 1,000 users per provider, other options are made avail-
able to veterans.
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Management in VISN 6 is aware of the need to improve veteran access and has
done an analysis of veteran population data to justify the already established clinics
and areas for potential future expansion. CBOCs are established in a phased man-
ner determined by need, budget, staff, etc. VISN 6 has CBOCs in: Greenville, North
Carolina; Tazewell, Virginia; Winston Salem, North Carolina (Satellite Outpatient
Clinic); Charlotte, North Carolina; Raleigh, North Carolina; Braxton, West Virginia;
Fredericksburg, Virginia; and Danville, Virginia.

The Raleigh and Fredericksburg clinics were opened in fiscal year 2001. The Wil-
mington, North Carolina CBOC has a scheduled opening date for later this year.
An additional site at Havelock/Morehead City, North Carolina received Congres-
sional approval in May 2001 and will be activated over the next few months. Addi-
tional potential CBOC sites are examined via an analysis of veteran population den-
sity, remoteness of a veteran’s residence from care, and a local medical center’s abil-
ity to support the CBOC. Possible sites for fiscal year 2002 are: Lynchburg, Virginia;
Norfolk, Virginia; Franklin/Cherokee, North Carolina; Hickory, North Carolina;
Lewisburg, West Virginia; and Charlottesville, Virginia.

Sites considered for fiscal year 2003 through fiscal year 2006 are: Goldsboro,
North Carolina; Greensboro, North Carolina; Galax, Virginia; Tidewater, Virginia;
Staunton, Virginia; Williamsburg, Virginia; and Elizabeth City, North Carolina.

The possible CBOC sites for fiscal year 2002 and fiscal year 2003 are under con-
sideration and may change. VISN 6 management continues to analyze veteran popu-
lation shifts with the intent of establishing community clinics in areas where vet-
eran population justifies the need.

In fiscal year 2000, VISN 7 set aside $10 million as start-up funds for its six re-
cently approved CBOCs. Two of the six are fully implemented, and the goal is to
have the remaining four implemented by the end of this fiscal year. When there is
an insufficient population to support a viable CBOC (panel size of approximately
1,000 users per provider) other options are made available to veterans.

VISN 9 continues to support the further development of community-based pri-
mary care services for our Nation’s veterans. Currently, 18 CBOCs are operational
within the Network. While this has improved access to primary care, gaps still re-
main. Strategic planning for this Network is based on a 3 to 5 year cycle, and their
planning for community-based clinics was developed with assistance from a consult-
ant using weighted criteria to assess potential sites (a two-phase approach with a
high priority and secondary list of potential sites.) Stakeholder input was sought
and incorporated into the planning process. With over a million veterans residing
in this service area, the VA mid-South Healthcare Network is committed to improv-
ing access and has aggressively developed community based clinics during the past
3 years. This network will continue to move forward in the planning and implemen-
tation of these services.

VISN 13 Medical Center management continues to financially support improved
access to VA health care due to the rural nature of the upper Midwest. Prior to
1997, VISN 13 treated veterans at 4 VA off-site clinics and used 12 traveling health
care teams. Since then, VISN 13 has opened nine new CBOCs and will open two
more this summer. CBOC business plans will soon be submitted to VA Central Of-
fice for three more sites. VISN 13 continues to support improving access to veterans
through CBOCs while maintaining cost-effective operations at the core VA medical
centers.

VISN 15 has established 36 CBOCs since 1995. These new points of care have
decreased the average distance a veteran must travel to receive medical care from
approximately 75 miles to less than 20 miles. The geography and demographics of
the veteran population in VISN 15 prevent all veterans from being within 30 miles
of care, e.g., in western Kansas there are a small number of veterans spread across
a vast area.

VISN 16 reviews management and financial issues on a regular basis through
performance measures such as the ones noted in the paragraph above.

Question. Is there something inherent in these networks that make improving ac-
cess for veterans more difficult?

Answer. As stated previously, a distance measure may not be appropriate in all
cases. The geography and veteran demographics of the network make providing ac-
cess in some parts of a Network much more difficult than others. Difficulties in im-
proving access for veterans in certain geographic areas can be caused by: insuffi-
cient number of patients to support a cost-effective CBOC; difficulties recruiting
medical personnel to staff CBOCs; lack of appropriate, affordable space to house
CBO(Sls; and difficulty in arranging cost-effective contract care with local health care
providers.

VISN 6 has a widespread geographic area covering 90,000 square miles, 222 coun-
ties, four states, and 1.2 million veterans. VISN 6 contains significant mountainous
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terrain, an area of low population density along the coast where veterans are widely
dispersed. Many of these areas do not contain adequate numbers of patients to be
cost effective for a CBOC, we will continue to monitor for future needs. In other
areas where the veteran population does justify the need for a CBOC, there have
been a few cases where it was difficult to arrange local health care due to lack of
providers (contract or staff), and cost negotiations. These challenges were overcome,
with time, and approved CBOCs opened as planned.

VISN 7 has experienced difficulties in finding qualified contractors able to provide
quality health care at a reasonable cost. The VISN has opted, in spite of the difficul-
ties associated with establishing a VA-staffed model CBOC, to pursue the VA-
staffed model in order to better ensure consistency and quality service for veterans.

VISN 9 strategic plan includes creating a distributed system of multi-site models
including CBOCs, hospital based primary care services, and primary care clinics
(owned and contracted), and developing new sites in high priority areas to increase
access to eligible veterans and enhance quality. Linkages between CBOCs and med-
iicall centers will be strengthened to ensure standardization and continuity of care

elivery.

VISN 13 operates 25 CBOCs at 41 locations in a very large urban and rural geo-
graphic area over 700 miles wide. The Network encompasses all or portions of eight
states: Iowa, Minnesota, Montana, Nebraska, North Dakota, South Dakota, Wis-
consin, and Wyoming. Even though such a large number of CBOCs provide services
to veterans, pockets of veterans reside in rural areas further than 30 miles from
VA health care. VISN 13 reduced veterans’ average travel time from 31.35 miles in
fiscal year 1998 to 28.2 miles in fiscal year 1999 according to a VA study by the
Planning and Systems Support Group.

For VISN 15, the geography and veteran demographics of the network make pro-
viding access in some parts of the network much more difficult than others. The
small number of veterans spread across large distances makes the placement of a
CBOC in many areas not economically viable. It is difficult to recruit staff, particu-
larly physicians, for remote areas.

VISN 16 serves the largest veteran population in VHA encompassing 170,000
square miles in Arkansas, Louisiana, Mississippi, Oklahoma, and portions of Texas,
Missouri, Alabama, and Florida. Since 1995, the VISN has opened 16 new CBOCs
targeting areas with large numbers of medically underserved veterans. Network 16
has 28 operating CBOCs, 2 pending activation and 4 recently approved. VISN 16
has many rural, poor, and sparsely populated areas that pose great difficulties in
staffing CBOCs (whether contract or VA-staffed) and has re-emphasized its primary
goal of improving access to care via CBOCS in fiscal year 2000. A CBOC Steering
Committee was established and, in conjunction with the VISN Business Office, de-
veloped a process for evaluating CBOC proposals. Travel time, veteran age, and
waiting times are criteria used to evaluate the impact a CBOC will have on improv-
ing veteran access to primary care. This process allowed the Steering Committee to
identify four additional sites as potential CBOC locations. These sites were approved
by the Executive Leadership Council and will be submitted for approval, based on
available resources. The VISN is continually analyzing data to strategically meet
the access needs of veterans within their service area.

Question. Should there be more consistency among Networks?

Answer. The local VISNs plan CBOCs within the context of national policies and
procedures. There are often unique circumstances in local market areas that impact
CBOC planning and decision-making, including veteran demographics, availability
of health care providers, community resources, travel issues, veteran preferences,
etc. VHA is in the process of enhancing its National CBOC policy and developing
a national strategy to ensure that CBOC planning is focused on a consistent set of
evaluation factors and that CBOC proposals are evaluated consistently at the Net-
work and National levels.

Question. What is VA’s goal with respect to increasing accessibility of service, and
when will it have been achieved?

Answer. Providing easy access to medical care is one of VHA’s strategic “6 for
2006” goals. The strategic target goals are:

[In percent]

Strategic

Performance Measure Target
Increase the percent of enrolled veterans who will be able to obtain a non-
urgent patient appointment with their primary care provider or other ap-

propriate provider within 30 days ..........ccccceeviiiniiiiiieniiieieeeeee e 90
Increase the percent of patients who will be able to obtain a non-urgent ap-

pointment with a specialist within 30 days of the date of referral ................ 90
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Strategic

Performance Measure Target
Increase the percentage of patients who report being seen within 20 minutes

of their scheduled appointments at VA health care facilities .......c..ccccceeeennene 90

VHA measures performance in terms of waiting times for care and evaluates the
percentage of veterans who travel more than 30 miles to reach VA primary care
services. In fiscal year 2000, 69.9 percent of our patients were within 15 miles and
87.4 percent were within 30 miles, with a national overall average distance of 13.4
miles compared to 14.1 miles in fiscal year 1999. Since 1995, the average distance
decreased 42 percent from 23.1 miles to 13.4 miles. The decrease in average dis-
tance and increase in access is partially attributable to the increased number of
service sites that have become operational since 1995.

Question. How many more CBOCs are needed to meet your goal, and over what
time period?

Answer. CBOC planning is Network-based. Networks strategic plans include pro-
jections for additional CBOCs. A recent GAO survey of Networks found that if all
planned CBOCs were implemented within the next 3 years, new openings would av-
erage about 50 CBOCs annually. This includes CBOCs that have already gone
through the Congressional review process, as well as new proposals. The actual
number of CBOCs is dependent upon the annual development of Network strategic
plans and their constant modification to meet changing veteran demands.

Question. In some CBOCs, 50 percent of the patients are Priority 7s. What is VA
doing to manage the utilization of these patients to ensure that services are not di-
;ninisheg for traditional patients—those with service-connected disabilities or lower
incomes?

Answer. GAO found that new CBOCs are not primarily responsible for the
marked increase in the number of higher income patients who have sought health
care through VHA over the past few years. On a national level, Priority 7 patients
make up a relatively small percentage of total health care expenditures. In fiscal
year 2000, 15 percent of our patients were Priority 7s and exhibited the lowest ex-
penditure per patient than for any other priority grouping of patients (source: Table
2 September Enrollment Report). The cost per enrollee per month, a common
ylardstick in the health care sector, shows that Priority 7 veterans cost relatively lit-
tle to treat.

Fiscal Year 2000
Market Share Cost per Enrollee

Description (Percent Veteran P Month (as of

. February 26,
Population En-
rolled) 2001)
Priorities 1 through 4 70 $511
Priorities 5 and 6 29 $271
Priority 7 8 $89

In terms of access, nationally the Priority 7 patients are the same average dis-
tance to the closest VHA service site as other priorities. The VHA CBOC policy spe-
cifically states that clinics shall not be established for the purpose of attracting new
VA patients and that any new users must be accommodated within existing alloca-
tions and treatment priorities. The local health care system manages utilization of
services within the context of eligibility rules, patient needs and resources.

Question. VA has identified 69 facilities as “exceptionally high risk” for seismicity
and in need of repair. What is VA’s plan to address seismic needs, and how will
the CARES process impact this?

Answer. With VA having identified 67 facilities as “exceptionally high risk
(EHR),” the Under Secretary for Health, in a letter to VISNs 19, 20, 21, and 22,
directed the development of project applications for these buildings in a multi-year
program to identify detailed projects for consideration in the Capital Investment
Board (CIB) project selection process for major projects and/or the VISN approval
process for minor projects.

Phase II of the CARES studies includes VISN 21 and VISN 22 where a majority
of highest priority EHR buildings are sited. The $85 million proposed for the
CARES Fund (construction, major) and CARES Activities (construction, minor) will
allow VHA to initiate design through construction for any major and/or minor seis-
mic capital initiative stemming from CARES recommendations.

The absence of a completed CARES study should not prohibit funding of a major
project, but certainly careful analysis must be accomplished before making such a
proposal. There are facilities that require seismic safety improvements where it is
extremely unlikely that CARES will conclude VHA does not need the building in
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question. Examples include the main hospital buildings at Los Angeles, San Fran-
cisco, and San Diego. Criteria would include importance of the facility to veterans’
health care, seismic risk, current condition of building infrastructure and compli-
ance to current national codes and VA facility criteria.

Question. Are there other areas in which critical infrastructure needs exists, and
how does VA propose to address such needs pending completion of CARES?

Answer. A system as large as VHA’s cannot maintain quality and productivity
over time without appropriate recognition of the need for infrastructure improve-
ments. The pace of change in health care delivery has been an impediment to sup-
porting major construction. Implementing CARES options will no doubt require
major construction funding in many instances. However, the absence of a completed
CARES study should not prohibit funding of a major project, but certainly careful
analysis must be accomplished before making such a proposal.

SPECIAL NEEDS POPULATIONS

Question. VA has an important responsibility to take care of its “special needs”
population—spinal cord injury, blind rehabilitation, mentally ill, PTSD, homeless,
and substance abuse. In all but one area, VA has increased the number of patients
treated since 1996, but I'm very concerned that in the area of substance abuse, VA
has decreased the numbers of patients treated over the last five years by 12 per-
cent—about 10,000 veterans. Why is this and what is being done to ensure this crit-
ical need is met?

Answer. The number of patients treated for substance abuse has decreased, espe-
cially between fiscal year 1999 and fiscal year 2000. Early this year, as authorized
by the Veterans Millennium Health Care and Benefits Act, we provided over $9 mil-
lion in funding to 31 facilities to expand substance abuse treatment capacity. We
expect this increased funding to affect an increase in treatment capacity this year.
However, we are working to better understand the reasons for this decrease in use
of specialized substance abuse treatment programs, and to ensure access to sub-
stance abuse programs in our clinics as well as in our larger facilities. To this end,
VHA plans to establish a National Mental Health Improvement Program (NMHIP).
This program will be modeled after a number of well-established VA data-driven im-
provement programs, such as the Continuous Improvement in Cardiac Surgery Pro-
gram (CICSP), the National Surgical Quality Improvement Program (NSQIP), the
VA Diabetes Program, the Pharmacy Benefits Management Program (PBM), and
the Spinal Cord Injury/Dysfunction National Program. This new program will use
validated collection, expert analysis, and active intervention by an oversight team
to continuously improve the access, outcomes, and function of patients in need of
our mental health programs. These programs include those for patients who are Se-
riously Chronically Mentally Ill, or who suffer from Post Traumatic Stress Disorder,
Substance Abuse, or Homelessness. This program will draw upon existing resources
in our Health Services Research and Development Service (HSR&D) including exist-
ing initiatives in our Quality Enhancement Research Initiative (QUERI) and our
Mental Health Strategic Health Care Group (MHSHG) including the Northeast Pro-
gram Evaluation Center (NEPEC).

DEPARTMENT OF DEFENSE/DEPARTMENT OF VETERANS AFFAIRS (DOD/VA) SHARING

Question. Currently, services shared between VA and DOD’s health systems
amount to only $65 million. What ideas do you have to improve collaboration, and
how much money might be saved?

Answer. VA and DOD are working closely to improve collaboration. On May 28,
2001, the President announced the formation of the “Task Force to Improve Health
Care Delivery for the Nation’s Veterans” comprised of health care experts, officials
familiar with Department of Veterans Affairs and Department of Defense (DOD)
health systems, and representatives from veteran and military service organiza-
tions. This group will identify ways to improve benefits and services for veterans
and for DOD military retirees who are also eligible for VA benefits; review barriers
that impede coordination; and, identify opportunities to maximize use of resources
and infrastructure to include buildings, information technology and procurement of
supplies.

An over-riding goal in all of these activities is to obtain more value from the fed-
eral dollar spent. However, it would be premature to make cost savings estimates
at this time.

Question. What specific steps does VA plan to take to improve not only sharing
of services, but also opportunities to maximize joint purchasing power, such as in
the area of pharmaceuticals and supplies?
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Answer. VA entered into a December 1999 Memorandum of Agreement (MOA)
with DOD to combine the purchasing power of the two Departments and eliminate
redundancies. The MOA has three appendices (pharmaceuticals; medical and sur-
gical supplies; and high-tech medical equipment).

A major breakthrough occurred in late calendar year 2000, when DOD agreed to
eliminate their Distribution and Purchasing Agreements (DAPAs) for pharma-
ceuticals and instead rely upon the Federal Supply Schedule (FSS) for pharma-
ceuticals. As a result, DOD’s Distribution and Purchasing Agreements were elimi-
nated in January 2001, for all pharmaceuticals that are available in the FSS.

A joint VA/DOD Data Management Group is developing data gathering and as-
sessment plans for medical/surgical items. However, a major impediment towards
standardizing and consolidating medical/surgical supply items is the lack of a Uni-
versal Product Numbering (UPN) system. VA is currently taking the lead by devel-
oping requisite cost-benefit analyses to support requiring federal contractors to pro-
vide UPNs for medical/surgical commodities. This proposed requirement will under-
go scrutiny at the Office of Management and Budget (OMB) under the auspices of
the Office of Information and Regulatory Affairs (OIRA).

As of March 1, 2001, there are 33 joint DOD/VA contracts for pharmaceuticals.
The estimated cost savings in fiscal year 2000 for both Departments from these con-
tracts totaled $42.5 million ($30.8 million for VA; $11.7 million for DOD). These sav-
ings were realized from 24 contracts. To date in fiscal year 2001, an additional eight
contracts have been awarded with discounts off the lowest Federal Supply Schedule
price ranging from 0.19 percent to 53.75 percent. Once purchase/utilization data is
available for these eight new contracts, cost savings data will be updated. Also as
of March 1, 2001, 24 additional joint contracts are pending award; four joint con-
tracts were not awarded due to lack of savings afforded the government through
their award. It is difficult to project how much additional savings will be achieved
due to the dynamics of the pharmaceutical market place, i.e. branded products going
generic and the clinical strategies employed by both Departments in the provision
of their drug benefit. It should be noted that VA alone would accrue an estimated
$745.7 million in cost avoidance, i.e. cost avoided through contract prices lower than
the Federal Ceiling Price, for the period 1996-2002 through national contracts for
high volume/high dollar pharmaceuticals. Many of these contracts will be considered
for joint DOD/VA contracting activity when individual contracts expire.

The next major phase of the MOA implementation is underway, converting Dis-
tribution and Purchasing Agreements to FSS for medical/surgical products, and
identifying joint opportunities for standardization that would promote even greater
savings.

CO-PAYMENTS

Question. When will the new co-payments for prescriptions and outpatient care be
in place?

Answer. Medication co-payment proposed regulations were published in the Fed-
eral Register for public notice and comment on July 16, 2001. We anticipate imple-
menting increased co-payment for pharmacy by December 1, 2001.

The outpatient co-payment regulations are still being developed. These proposed
regulations would follow the regulatory process as we described for the medication
co-payment regulations; however, we expect to have them in place by May 1, 2002.

Question. What are some of the issues currently being considered with respect to
changing the current outpatient co-pay from $50.80?

Answer. VHA is reviewing several options regarding proposing changes to the out-
patient co-payment. Some of the options include a combination of co-pays, coinsur-
ance and an out-of-pocket maximum. Another possible option may involve estab-
lishing a tiered outpatient co-payment. This would be based upon the level of service
provided, such as one co-payment rate for primary care services and another co-pay-
ment rate for specialty care services.

%uestion. The Inspector General recommended a co-pay increase for prescriptions
to $10. Why does VA believe $7 is more appropriate?

Answer. Language contained in Public Law 101-508 states that VA cannot charge
a co-payment amount that would exceed VA’s cost of the medication. The VHA Of-
fice of Finance completed an extensive review of the fiscal year 2000 costs associated
with the administration of outpatient prescriptions. A VHA Co-payment Work
Group, assisted by a contractor, also conducted a literature review of medication co-
payment industry practices. The outcome of these reviews assisted the VHA Office
of Finance in determining the proposed medication co-payment amount.
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EMERGENCY ROOM CARE

Question. VA estimates it will spend $138 million next year for emergency room
care, the same amount estimated in fiscal year 2001. It is my understanding that
costs eventually could go as high as $400 million or more annually. By what year
do you anticipate this will occur?

Answer. VA cannot start paying for the costs of emergency care covered by the
emergency care provisions of the Veterans Millennium Health Care and Benefits Act
until final regulations are published. VA hopes that these regulations will become
effective before the end of fiscal year 2001. VA will begin paying these costs as soon
after that as possible including retroactive payments to May 2000. There will be a
start up period during which time eligible veterans and providers must be given in-
formation concerning the emergency care benefits and the process for payment. For
this reason, we estimate that fiscal year 2002 costs will be $138 million. The fiscal
year 2003 budget will provide an updated estimate of the full year impact of the
emergency care provisions. That estimate will reflect actual experience and pro-
jected demand. Initial estimates from the actuary have indicated that full imple-
mentation could result in costs above $400 million.

HEPATITIS C SCREENING

Question. Do you agree with GAO that it would be helpful to establish perform-
ance goals for hepatitis C screening—such as a target percentage of enrolled vet-
erans to be screened each year? If so, why have none been established and when
will such goals be put in place?

Answer. VHA agrees that establishing feasible and measurable performance
measures for hepatitis C screening is helpful. Therefore, for the purpose of fiscal
year 2002, performance goals for hepatitis C, screening for hepatitis C risk factor
is included as follows:

Hepatitis C Screening.—Percent of veterans screened for hepatitis C risk factors:
Measurement will be External Peer Review Program (EPRP) until the hepatitis C
Clinical Reminder System is fully implemented and reporting data. Fiscal year 2001
EPRP data will be used as a baseline.

Hepatitis C Testing—Percent of veterans who get tested for hepatitis C subse-
quent to a positive hepatitis C risk factor screening: Measurement will be EPRP
until the hepatitis C Clinical Reminder System is fully implemented and reporting
data. Fiscal year 2001 EPRP data will be used as a baseline.

RECOVERY AUDIT PROGRAM

Question. The fiscal year 2000 VA-HUD bill required VA to conduct a recovery
audit program for its fee-basis care. What is the status of the program?

Answer. The contract has been awarded and the government and the contractor
continue to work together to begin operations. Collections are expected to begin in
mid-summer.

Question. How effective do you think this program will be, considering the initial
lessons learned during the start-up phase?

Answer. We anticipate that the program can recover funds and provide valuable
operational lessons in the way the VA pays for non-VA care.

Question. To date, what is the percentage on overpayments discovered? What is
the percentage of overpayments recovered? What has VA learned from seeing the
differences/similarities between those overpayments identified and those collected
that will improve the level of collections and also help VA avoid these problems in
the future?

Answer. The contractor began operations in February 2001. Since that time, the
contractor has retrieved the necessary data from the VA medical center and the
Health Administration Center to begin their screening or payments. This screening
has begun and potential collections are being identified. However, to comply with
various laws, the providers are given a series of appeals and notifications. We have
not yet completed this entire process so there has been no collection of funds to the
VA at this time. Some lessons learned are being developed but we are still in the
learning phase.

This phase of the contract is not expected to begin until later this summer.

NATIONAL CEMETERY ADMINISTRATION

Question. What is VA’s policy with respect to establishing additional national
cemeteries? What is the current backlog of maintenance and repair needs in VA
cemeteries nationwide, and what are VA’s plans to eliminate the backlog?
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Answer. One of the National Cemetery Administration’s (NCA) strategic objectives
is to ensure that the burial needs of veterans and eligible family members are met.
In order to achieve this objective, NCA needs to increase access by developing addi-
tional national cemeteries in unserved areas, expand existing national cemeteries
where appropriate, develop more effective use of available burial space, and encour-
age individual states to develop state veterans cemeteries through the State Ceme-
tery Grants Program.

NCA is planning for the development of new national cemeteries to serve veterans
in the areas of Atlanta, Georgia; Detroit, Michigan; Miami, Florida; Oklahoma City
(Fort Sill), Oklahoma; Pittsburgh, Pennsylvania; and Sacramento, California. These
locations were identified in a May 2000 report to Congress as the six areas most
in need of a new national cemetery, based on demographic studies. When open,
these cemeteries will provide a burial option to nearly two million veterans who are
not currently served. The President’s 2002 budget provides $48 million to build, de-
sign, or acquire land for the establishment of new national cemeteries and $25 mil-
lion for the State Cemetery Grant Program. NCA anticipates that these national
cemetery projects and additional state construction will increase to 88 percent the
number of veterans served by a burial option in a national or state cemetery within
75 miles of their residence by the year 2006.

The Veterans Millennium Health Care and Benefits Act of 1999 directed VA to
contract for an independent demographic study to identify those areas of the coun-
try where veterans will not have reasonable access to a burial option in a national
or state veterans cemetery, and the number of additional cemeteries required to
meet veterans’ burial needs through 2020. The contractor’s report is due in October
2001. The Department will evaluate its policy of establishing additional national
cemeteries when the data from this report is available.

Another of NCA’s strategic objectives is to ensure that national cemeteries are
shrines dedicated to preserving our Nation’s history, nurturing patriotism, and hon-
oring the service and sacrifice that veterans have made. In order to achieve this ob-
jective, NCA must maintain occupied graves and developed acreage in a manner be-
fitting national shrines. NCA has an initiative called the National Shine Commit-
ment. Its purpose is to improve the appearance of burial grounds and historic struc-
tures of our national cemeteries by addressing deferred maintenance needs.

The fiscal year 2001 appropriation contained $5 million to initially address the
needs of the National Shine Commitment. The President’s 2002 Budget requested
an increase in the amount of funding for this initiative by another $5 million, bring-
ing the total requested amount in fiscal year 2002 to $10 million.

To begin the process, NCA has identified deficiencies in the appearance of
headstones and markers and the condition of some gravesites at a number of its na-
tional cemeteries. Repair of these deficiencies is estimated at about $40 million. The
$5 million provided in the 2001 appropriation will be utilized at Long Island Na-
tional Cemetery, the Willamette National Cemetery, the Golden Gate National Cem-
etery, and the Fort Sam Houston National Cemetery.

When the study directed by Section 613 of the Veterans Millennium Health Care
and Benefits Act is completed this fall, NCA will be provided with an assessment
of required one-time repairs at each national cemetery. This data will be used in
the budget and planning processes to help NCA keep its commitment to maintain
our cemeteries as national shrines.

STATE HOME PROGRAM

Question. VA’s budget proposes to cut in half the budget for the state home grant
program, yet the backlog of need going into fiscal year 2002 will be at least $241
million. Why isn’t this program a higher priority?

Answer. The State Home Program is very important in meeting VA’s overall re-
sponsibilities to veterans. During this past year, significant strides have been made
in improving the management of the program and preparing for future challenges.

The Veterans Millennium Health Care and Benefits Act (Public Law 106-117) re-
quires VA to revise the State Home Construction Grant regulations. Due to delays
in revision of regulations, as well as instituting some management improvements,
this program has experienced a backlog. However, the revision reflects guidance
that will have a positive impact on the program and our stakeholders. An interim
final rule was published in the Federal Register on June 26, 2001, and the revised
regulations will be in place for the fiscal year 2002 Priority List and funding cycle.
The Revised Priority List of Pending State Home Construction Grant Applications
for Fiscal Year 2000/2001 identified 61 projects, with a total value of $228,321,000
(federal portion). The funding request in 2002, when combined with unobligated
funding from previous years’ appropriations, represents a continued commitment to



123

support VA-sponsored nursing home care through less expensive State and commu-
nity programs.

Program improvements and additional staffing are helping VA aggressively ad-
dress future program needs. This program is a high priority for VA and we are con-
tinuing to make improvements in the system.

COMPENSATION FOR CHILDREN OF VIETNAM VETERANS

Question. The Secretary has announced his support for providing compensation to
children of Vietnam veterans with myelogenous leukemia. When will legislation be
submitted to Congress?

Answer. Our announcement on April 20th of this year to create benefits for cer-
tain sick children of agent orange-exposed Vietnam veterans was based on a recent
report by the National Academy of Sciences Institute of Medicine (IOM). The report
concluded that there is “limited/suggestive” evidence of an association between her-
bicide exposure and the occurrence of acute myelogenous leukemia (AML) in the
children of exposed persons. The IOM’s finding relied on evidence from three stud-
ies, including a study of the offspring of Australian Vietnam veterans. However, the
Australian Institute of Health and Welfare (ATHW) has recently issued corrected in-
formation indicating that the study’s findings concerning AML are not statistically
significant. At this time, it is unclear how the revised findings of the ATHW might
have affected the IOM’s conclusion’s regarding AML. We believe it is necessary to
seek further guidance from the IOM regarding the impact, if any, of the revised
ATHW findings on its conclusion with respect to AML. We are presently discussing
with the IOM the prospect of such further review. As soon as this review is com-
pleted, we will be in a better position to provide our views on this issue.

Question. What is the estimated number of recipients and the associated cost?

Answer. Initially we had estimated the costs for paying benefits to certain sick
children of agent orange-exposed Vietnam veterans based on the IOM report that
concluded there are “limited/suggestive” evidence of an association between herbi-
cide exposure and the occurrence of acute myelogenous leukemia (AML) in the chil-
dren of exposed persons. We believe it is necessary to seek further guidance from
the IOM regarding the impact, if any, of the revised AIHW findings on its conclu-
sion with respect to AML. We are presently discussing with the IOM the prospect
of such further review. As soon as this review is completed, we will be in a better
position to provide, if necessary, a cost estimate.

COMMUNITY NURSING HOMES

Question. I have asked the GAO to review VA’s processes to assure nursing home
care provided to veterans is adequate and safe. The GAO has briefed my staff and
reported that their examination of selected VA Medical Center records indicates
that required annual inspections of community nursing homes, and visits to vet-
erans in these homes, have not regularly been conducted at all locations. Further,
VA managers at headquarters do not know where and when the required oversight
has been conducted. In other words, no one really knows which medical centers have
been making inspections and visits and which have not. Can you provide the Com-
mittee with the number of Community Nursing Homes under contract to VA that
should have been inspected in 2000 and the actual number that were inspected?

Answer. At the present time, VHA cannot provide information on the number of
Community Nursing Homes (CNH) inspected in 2000. Based on survey information,
VHA estimates that 2,500 nursing homes have local VA contracts. The recording of
this information is inconsistent between sites. VHA is in the process of developing
guidance to the field for the record and transmission of the information. VHA is also
revitalizing the system that collects the CNH information and expects the revised
system to be operational in the first quarter, fiscal year 2002.

For the Regional CNH contracts, all 900 nursing homes were assessed before ap-
proval.

Question. For those that did not receive the appropriate inspection, please explain
what prevented VA from conducting the inspections.

Answer. VHA needs more information on local VA Medical Center (VAMC) pro-
gram operations before reaching an overall conclusion on non-compliance with the
CNH inspection policy. The General Accounting Office (GAO) concluded the VAMCs
that chose not to follow published policy did so for a variety of reasons, mostly
linked to local management priorities.

VHA’s own assessment of non-compliance with VHA policy on local CNH evalua-
tions will follow from information collected. VHA expects to complete its review in
the second quarter, fiscal year 2002.
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Question. Similarly, for the same period, please provide the Committee with the
number of veterans that VA should have visited on a monthly basis in all its com-
munity nursing homes, and, for those that it failed to visit as required, please pro-
vide the reasons for its lack of compliance.

Answer. At the present time, VHA cannot provide data on the timeliness of
monthly visits. VHA collects information on the number of VAMC staff visits to vet-
erans in CNHs. Another data system tracks days of care by veteran. Currently,
VHA is working to integrate these two systems to generate a report on monthly
monitoring compliance. Analysis of this new report will be completed in the fourth
quarter, fiscal year 2002.

The assessment of non-compliance with VHA policy on CNH monthly monitoring
will follow the resolution of data system integration. VHA expects to complete its
review in fiscal year 2002.

Question. I understand that VA is proposing a new policy regarding its oversight
of Community Nursing Homes, and that under the new policy VA will no longer in-
spect the homes annually but will rather use the results of HCFA-sponsored inspec-
tions and other data to determine the homes’ adequacy for veterans. Can you pro-
vide an estimate of the possible savings to VA if it discontinues the requirement
for inspections of these homes?

Answer. VHA does not envision any savings by limiting on-site CNH inspections.
The CNH teams will assume the responsibilities of reviewing the Health Care Fi-
nancing Administration’s (HCFA) expansive nursing home reports, consulting with
State Survey Agencies and implementing the improved monthly monitoring and re-
hospitalization review protocols.

Question. There appears to have been no attempt by VA to ensure that medical
centers were using consistent methods of overseeing community nursing homes. As
a result, VA’s current nursing home program is highly decentralized, with each
medical center left to its own devices to determine how best to conduct an effective
nursing home inspection program. In the future, what training or guidance does VA
plan to provide (both initially and on an ongoing basis) to medical centers for con-
ducting inspections, evaluating HCFA data, visiting veterans, or using other over-
sight tools?

Answer. VHA is planning a training effort for CNH team members in fiscal year
2002. The training will include guidelines for: monitoring care in CNHs and HCFA’s
databases; appropriate interpretation of State Survey Agencies’ findings; organizing
re-hospitalization reviews; assessing patient and family satisfaction; and improving
relationships with State Survey Agencies and HCFA staffs. VHA began training on
HCFA databases in fiscal year 2001.

Question. Regardless of the policies and the potential for their revision, what steps
is VA planning to take to (1) keep informed about medical centers’ oversight activi-
ties, and (2) ensure that all Medical Centers follow oversight policies?

Answer. VHA is introducing a new collection process to determine the timeliness
of CNH assessments, prior to contract execution or renewal. VHA will also integrate
existing data systems to determine the timeliness of monthly monitoring.

As a result of the two initiatives described earlier, VHA will identify out-of-com-
pliance situations and will work with the VISNs and VAMCs to develop a plan of
correction.

Question. I understand that VA’s community nursing home program is essentially
composed of two parts: those community nursing homes that have contracted with
local VA medical centers in the field, and a headquarters-based regional community
nursing home program that centrally acquires the services of regional and national
nursing home chains at national rates. The Committee is also concerned that an-
nual inspections are not required of these multi-state homes and that VA performs
little oversight of these homes once they are under contract. Why are these homes
not subject to the same inspection and review policies as those under local contract
with medical centers?

Answer. The inspection process for regional CNH and local CNH contracts differ
more in style than in substance. VHA believed that initial decisions on CNH quality
could be made solely on a review of State Survey Agencies’'(SSA) results. Both re-
gional and local contracts processes use SSA reports as their base. The monthly
rélﬁrﬁtoring standard and re-hospitalization reviews apply to both regional and local

S.

Regional CNH contracts and its predecessor, Multi-State Contracts (MSC), were
designed without annual VA on-site inspections. VHA reasoned that this stream-
lined process would improve veterans’ access to CNHs without adding to VAMC ad-
ministrative cost and would be attractive to the nursing home industry. The re-
gional CNH design assumed the VAMCs’ on-site inspections were of dubious use,
based on field reports. A 1997 Health Services Research & Development Service re-
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view of the first year of MSC operations found no overall differences in quality be-
tween local contracts and MSCs. On a number of variables, MSC homes had better
quality scores.

Regional CNH rates are not national but state-specific, with different prices for
urban and rural areas in each state.

Question. How will VA ensure that centrally contracted nursing homes are re-
viewed in the future with appropriate frequency?

Answer. At the present time, 60 percent of all regional CNH contracts are re-
viewed for quality on an annual basis. Recently, VHA has taken steps to ensure that
all regional CNHs are evaluated each year.

Question. What oversight has VA conducted in the last year to assure that each
centrally contracted community nursing home meets the minimum quality stand-
ards required of all its community nursing homes?

Answer. Seventy-two percent of all MSCs were reviewed for quality in the year
ending November 30, 2000. In addition to this effort, nursing home companies re-
moved 4 percent of their homes for quality reasons prior to a formal decision by
VHA. VHA denied approval to 29 percent of the homes that applied for MSC status.

STATE VETERANS HOMES

Question. It is my understanding that nearly half of the State Veterans Homes
are inspected by HCFA through state inspection agencies. If VA plans to rely more
heavily on the results of HCFA inspections of Community Nursing Homes, could VA
discontinue its own inspections of state veterans’ homes that have had HCFA re-
views, as long as VA has evidence that the reviews were thorough?

Answer. By law, VA is responsible for the oversight of State Veterans Homes and
is required to establish VA standards for annual survey review. As a grant-in-aid
program to States, the State Veterans Home Program requires consistent national
standards across all homes. The State Veterans Home grant requirements are
broader than the HCFA requirements. In addition, VA conducts recognition surveys
at the time the home becomes operational and admits the first patients. Surveyors
are required to have knowledge of the laws and regulations related to the grant pro-
gram. Thus, VA would not discontinue the recognition and annual survey process
for State Veterans Homes.

Question. What are your future plans for VA inspections of State Nursing Homes
and how do they differ from those envisioned for VA’s Community Nursing Homes?

Answer. VA provides training for VA State Nursing Home inspection team mem-
bers. Web-based assessments will be implemented to assure ongoing competency in
the inspection process. In June 2001, inspection results were entered into a Web-
based format and transmitted to headquarters electronically. The data repository is
an Access database that will be used to compare findings among state nursing
homes, including over time. VA will continue to dialogue with VA staff and state
home constituents about evolving quality issues.

The role of VA oversight in the two nursing home programs is quite different. In
State Homes, VA is the lead agency in assuring that quality care is provided and
that standards are met. This is a major regulatory function. Most State Veterans
Homes are not certified under Medicare/Medicaid and are not inspected by SSA.
This factor highlights the significance of VA inspections. In the Community Nursing
Home (CNH) program, VA acts as an informed purchaser of care. It relies heavily
on SSA reports, in addition to its own monitoring, to determine whether VA should
initiate or continue a contract with the CNH. VA performs no regulatory function
in the CNH program, although that authority still resides with the Secretary.

QUESTIONS SUBMITTED BY SENATOR LARRY E. CRAIG
VHA STAFF SHORTAGES

Question. In recent years there have been staff reductions which have com-
promised the Veterans Health Administration’s ability to provide much needed serv-
ices. What are you doing to deal with staff shortages to ensure the highest quality
of health care for our Nation’s veterans?

Answer. The Veterans Health Administration (VHA) has achieved remarkable ef-
ficiencies in the restructuring of its workforce from an inpatient-based hospital sys-
tem to an outpatient-based system of clinics. During the last five years, VHA ex-
panded access to 500,000 additional veterans for health care, improved quality as
assessed by performance measurement and patient satisfaction, and reduced the
cost of care per veteran served by more than 20 percent. VA is now seen as a leader
in many health care areas including patient safety, computerized patient records,
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telehealth, surgical quality assessment, rehabilitation, mental health care, and clin-
ical and health services research.

During this same period, VHA’s total full-time employment has declined. VHA
was able to manage this decline by shifting resources through improvements in
health care service delivery and efficiencies gained through program and organiza-
tional restructuring, technology improvements, and business process reengineering.

When VHA encounters difficulties at specific locations recruiting for a particular
clinical discipline or specialty, there are a number of options available to ensure the
quality of care. Among the options VHA can use are aggressive recruitment and re-
tention efforts, including bonuses; use of temporary employment agencies, contract
personnel, and fee basis; and redeployment of current staff on a temporary basis.

MILITARY RETIREES BENEFITS

Question. How are you planning on developing the relationship between the VA
and DOD in order to best implement the National Defense Authorization Act of Fis-
cal Year 2001 and provide the necessary benefits for military retirees over age 64
who have Medicare coverage?

Answer. As you know, Public Law 106-398 expands TRICARE benefits to all mili-
tary retirees, spouses and survivors ages 65 and older who are eligible for Medicare
Part A, and enrolled in Medicare Part B. This new benefit for Medicare-eligible mili-
tary beneficiaries, TRICARE for Life, is scheduled to take effect on October 1, 2001.

The DOD implementation plan for TRICARE for Life is particularly important
since VA medical centers do not currently qualify for Medicare payments. VHA has
asked DOD for clarification of VA’s role in TRICARE for Life. Additionally, the VA/
DOD Executive Council has established new work groups specifically charged with
addressing various aspects of VA’s role in relation to TRICARE. These work groups,
which are required to make monthly reports to the Executive Council, will examine
collaboration opportunities for geriatric care, assess the impact of TRICARE on cur-
rent sharing agreements between VA and DOD, recommend coordinated delivery of
VA and TRICARE benefits, and suggest improved reimbursement policies. It is my
hope that these actions, combined with the commitment DOD has made to include
VA in future TRICARE negotiations, will ensure that VA can provide necessary ben-
efits for military retirees over age 64.

COMMUNITY BASED OUTPATIENT CLINICS

Question. Do you plan to provide more Community Based Outpatient Clinics
(CBOC) and expand services in the existing facilities?

Answer. In keeping with its commitment to improve access to care, VHA will con-
tinue to plan additional CBOCs. Planning for CBOC services is Network-based, tak-
ing into account local market areas, demographics, resources and veteran pref-
erences. Local health care systems continually evaluate the services available at
their CBOCs and expand or modify services, based on veteran needs, utilization and
resources, among other factors. In an effort to improve the consistency in how VA
plans and operates CBOCs, VHA is developing new standards and criteria for CBOC
planning, operations and service delivery.

TRAVEL RATES

Question. Are you considering the rising gas prices and will you adjust the travel
reimbursement rates?

Answer. Each year, the Department conducts an analysis of the actual cost of
travel to beneficiaries, taking into consideration a number of factors, including gaso-
line and oil costs. This issue is currently under review and we anticipate a decision
by December 2001.

INFORMATION TECHNOLOGY

Question. In general terms, how are you planning on reducing the bureaucracy
and incorporating the latest information technology in order to eliminate problems
and reduce administrative costs?

Answer. A panel of experts in the area of systems architecture has been meeting
with key VA decision makers to develop the VA Integrated Enterprise Architecture.
The VHA Chief Information Officer is an active participant in these meetings and
is dedicated to the success of these efforts.

Following this direction, VHA has defined an “ideal” Health and Health Informa-
tion approach. Under this methodology, all new IT projects will be developed by
working with VHA health care providers to examine the current work environment
and identify areas where IT can enhance the current business practices. Addition-



127

ally, VHA stakeholders provide direct input and help VHA to identify and prioritize
potential new solutions.

In addition, VA has implemented a stringent IT Capital Investment Process.
Through this process, VA IT decision makers assess and prioritize current and pro-
posed IT projects that have high investment costs. All major VHA IT acquisitions
meeting the capital investment threshold ($10 million acquisition costs or $30 mil-
lion life-cycle cost) or projects with high visibility must go though this process to
ensure that VA selects those IT projects that best support our mission.

QUESTIONS SUBMITTED BY SENATOR PETE V. DOMENICI

Mr. Secretary, I appreciate the many challenges that you are faced with in head-
ing the Veterans Administration. Considering your significant experience, I am con-
fident that you will successfully meet those challenges.

Fully implementing a one-VA, improving claims processing, and ensuring that all
veterans have access to quality health care are among your agency’s priorities. And
even with all of that, and much more on your plate, we, in Congress continue to
pass legislation expanding your responsibilities.

Veterans are an educated and active constituency who understand your mandate
and realize that improvements do not happen overnight. For example, an article in
the veterans’ publication, “The Stars & Stripes” noted the VA’s challenging mission
in implementing the Veterans Claims Assistance Act. The author, retired Colonel
John Howell, said that there is always an initial delay whenever a law is imple-
mented, and that everyone should do their part to help during the transition.

As you know, I introduced a $1.4 billion bill to fully fund the Department of De-
fense’s health care plan for military retirees, known as TRICARE for Life. We all
recognize that this program will require a transition phase, and that Defense and
the VA are still working out a Memorandum of Understanding on how implementa-
tion between the two agencies will occur.

I wanted to follow up on our earlier discussions about that program and other
issues facing veterans in New Mexico and the rest of the nation.

ALBUQUERQUE VAMC

Question. The VA Medical Facility in Albuquerque is a joint venture between the
VA and the Department of Defense. This unique relationship has been widely re-
garded as a success to be emulated. Considering TRICARE for Life, what assurances
can you give that successful joint ventures, like the one in Albuquerque, are allowed
to continue functioning?

Answer. As you know, the new benefit for Medicare-eligible military beneficiaries,
TRICARE for Life, is scheduled to take effect on October 1, 2001. Determining the
impact of TRICARE for Life on VA-DOD joint ventures, such as Albuquerque, as
well as on VA facilities as a whole is a priority for the Department of Veterans Af-
fairs. The DOD implementation plan for TRICARE for Life is particularly important
since VA medical centers do not currently qualify for Medicare payments. The Vet-
erans Health Administration (VHA) has asked DOD for clarification of VA’s role in
TRICARE for Life. Additionally, the VA/DOD Executive Council has established new
work groups specifically charged with addressing various aspects of VA’s role in re-
lation to TRICARE. These work groups, which are required to make monthly reports
to the Executive Council, will examine collaboration opportunities for geriatric care,
assess the impact of TRICARE on current sharing agreements between VA and
DOD, recommend coordinated delivery of VA and TRICARE benefits, and suggest
improved reimbursement policies. It is my hope that these actions, combined with
the commitment DOD has made to include VA in future TRICARE negotiations, will
ensure that successful joint ventures such as Albuquerque will continue to thrive
and expand.

Question. We are experiencing a national shortage of health care professionals,
particularly with respect to nurses and doctors. This shortage has forced many VA
health care facilities to close beds. Due to insufficient staff, the Albuquerque facility
has had to cut about fifty of its 211 beds. What steps are you taking, in the long
and short-term, to address this shortage of health care professionals to make sure
that our nation’s veterans get the health care they deserve?

Answer. New Mexico, like many other regions of the country, faces a shortage of
registered nurses. In Albuquerque, the shortage is impacting both VA and private
facilities. Over the past twelve months the medical center has been unable to oper-
ate a full complement of beds due to the nursing shortage. Currently about 60 beds
are not being utilized because of the lack of nurses.
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The Albuquerque facility is dealing with the shortage by delaying admissions and
deferring some elective surgery, and obtaining care in the community.

Nurse recruitment continues to be a problem in Albuquerque, despite recent pay
increases of 16.8 percent. The efforts at Albuquerque include a variety of bonuses,
including sign-on, relocation, and headhunter bonuses.

VHA is taking steps on a national basis to address shortages in health care occu-
pations on both a short-term and long-term basis. Short-term steps include salary
increases, bonuses, aggressive recruitment, and focused efforts to retain current em-
ployees. Long-term, VHA is “growing our own” through education programs like the
National Nursing Education Initiative and the VA Learning Opportunities Resi-
dency Program (VALOR). The National Nursing Education Initiative provides schol-
arships to current VA employees to obtain baccalaureate and higher degrees in
nursing. The VALOR program provides training and work experience to nursing
students in return for financial support and special employment consideration upon
graduation. VA is also conducting an all-employee survey to learn employees’ issues.
The results of this survey will help VHA identify and address areas of concern to
improve the work environment and make VHA an “Employer of Choice.”

Question. New Mexico is a large rural state, which means that distributing serv-
ices and benefits to everyone can be especially challenging. The VA’s opening of
health care clinics is remedying veterans’ access to health care to some degree.
What is your plan to ensure that all of our nation’s veterans have access to quality
health care and other benefits that they earned by serving our country?

Answer. As noted in the report “Geographic Access to VHA Services in fiscal year
1999: A National Perspective” 85 percent of the fiscal year 1999 patients were with-
in 30 miles of the closest VHA service site. A recent analysis finds that access to
the closest VHA service site has improved over the past year. Looking at the fiscal
year 2000 patients, 69.9 percent of our patients are within 15 miles and 87.4 per-
cent within 30 miles with a national overall average distance of 13.4 miles compared
to 14.1 miles in fiscal year 1999.

This decrease in average distance and increase in access is partially attributable
to the increased number of service sites that have become operational since Feb-
ruary 1995. Since 1995, VHA has approved 471 new CBOCs (includes multiple-site
contracts); 82 percent of these CBOCs are activated and 18 percent are in the devel-
opment phase.

VHA will continue to operate existing VA medical centers and CBOCs, and look
for opportunities to partner with other government agencies or local community
agencies to expand access to high-quality care. Every year, in the development of
their strategic and financial plans, all VHA Networks assess veteran preferences,
demographics, and market areas, and develop plans for service expansion and/or en-
hancements. In addition, VA continues to work with DOD on their TRICARE for
Life initiative as well as other sharing opportunities.

QUESTIONS SUBMITTED BY SENATOR MIKE DEWINE
CARES

Question. The Veterans Health Administration (VHA) is undergoing a significant
process of reviewing and realigning VA capital assets to enhance the overall health
care services provided to our nation’s veterans. It is my understanding that the Ohio
network, VISN 10, will be incorporated in Phase II of the CARES initiative. During
this assessment, I anticipate the absence of inpatient care for veterans in the Cen-
tral Ohio area will be identified. Although Columbus is the largest city in Ohio, and
the 15th largest U.S. city, veterans and their families must travel at least an hour
and a half to receive inpatient treatment.

While I recognize the VA has been shifting its attention from inpatient to out-
patient care, I would like to know what consideration has been given to contracting
out for private hospital services in the Columbus area. For example, a partnership
between the VA and a local facility such as Doctors Hospital could be beneficial for
the entire community. Funding resources for such a partnership could be tied in
with ongoing CARES efforts.

Answer. The VA Healthcare System of Ohio (VISN 10) anticipates participating
in the second round of CARES studies to be conducted within VA. VISN 10 has un-
dertaken a number of activities in preparation for the CARES study, including an
ongoing analysis and internal assessment of the challenges within the Central Ohio
area. There are numerous complex inter-related issues within this market. The
CARES process will provide for a comprehensive assessment of needs and options,
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including a review of options for contracting for inpatient medical services. It is an-
ticipated this study will be completed within the next six months.

The Central Ohio “market” includes both the Columbus Independent Outpatient
Clinic (IOC) and the Chillicothe VA Medical Center (VAMC), which is located ap-
proximately 50 miles south of Columbus. VAMC Chillicothe provides basic inpatient
support to the Columbus IOC. In addition, VAMC Dayton provides a full array of
tertiary inpatient support to both of the Central Ohio VA medical facilities. The
CARES process will provide for a complete assessment of the complex relationship
among these three facilities. This will include the impact of decreasing the referral
workload from the immediate Columbus area to VAMCs Chillicothe and Dayton.
Workload volume is critical within health care to ensure appropriate clinical com-
petencies and to support a variety of capital-intensive specialty medical services. A
change in any one market area has the potential to dramatically impact the viabil-
ity of specific programs and services at the other two VA medical facilities. Until
the CARES study is completed, VISN 10 will continue to undertake appropriate ac-
tions to ensure the full continuum of care is provided in the Central Ohio area.

Emergent inpatient care for veterans is provided within the immediate Columbus
area via a longstanding contractual arrangement with the Ohio State University
(OSU). The OSU East medical facility is located only a short distance from the Co-
lumbus IOC. This successful partnership has allowed for the expansion of complex
specialty medical services at the Columbus IOC, and has served to reduce the
amount of travel required to provide the full continuum of care to veterans residing
in Central Ohio. In addition, VA’s Fee Basis Program provides a high degree of
flexibility in terms of procuring medical services from the private sector within the
Central Ohio area. This program is utilized to provide a wide variety of specialty
services to veterans residing within and outside the immediate Columbus area.

A project has been developed to expand the capacity of the Columbus IOC by ap-
proximately 6,000 square feet through converting existing warehouse space for clin-
ical functions. Construction will begin within the next six months. CBOCs have
been opened in Grove City and Zanesville. VISN 10 plans to seek approval to open
additional CBOC sites in Marion and Newark. The CARES process has not delayed
or impeded efforts to improve access to services in the immediate Columbus area.

VERA

Question. It is my understanding that the Veterans Millennium Health Care and
Benefits Act has placed a sizeable financial burden on the VISN 10 budget. For ex-
ample, the Ohio network is expecting to spend approximately $5 million to pay for
emergency room visits that are now mandated as a covered service. While I fully
support the important health care advancements which took effect last year, it is
critical that these additional services do not come at the expense of existing VA pro-
grams. What consideration has been given to restoring current VISN operating ex-
penses? I hope appropriate attention has been given to ensure adequate funding of
all VHA initiatives.

Answer. Since 1997, VHA has used the Veterans Equitable Resource Allocation
(VERA) model, a capitation-based resource allocation system, to equitably distribute
medical care resources to the 22 Veterans Integrated Service Networks. Budgeted
and appropriated funding for emergency care claims payments is included in the
VERA allocation. VISNs expect to have sufficient resources to continue to deliver
high-quality and cost-effective health care to all veterans who enroll in the VA
health care system and receive treatment. They will operate within their appro-
priated medical care resources and will continue to enhance those resources through
effective collection of alternative revenues. All VHA initiatives should be funded
with these resources.

In the event that networks cannot operate within their workload-based allocated
budget and maintain their current level of patient care, VA will continue to main-
tain a National Reserve Fund (NRF). VA has a process for networks to request addi-
tional funding from the NRF. If a VISN requires additional supplemental funding
during the fiscal year, a request is submitted to Headquarters, and it will be re-
viewed using that process.

QUESTIONS SUBMITTED BY SENATOR BARBARA A. MIKULSKI
FORT HOWARD

Question. Are you familiar with the Mission Change and Enhanced Use project
underway at Fort Howard?
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Answer. In June 2000, the former VA Secretary approved the plans to revise the

mission at the Fort Howard Medical Center. This plan includes:

—Relocation of Fort Howard inpatient beds and administrative functions to other
sites in the VA Maryland Health Care System (VAMHCS).

—A proposed continuum of care retirement community perhaps to be accom-
plished through the use of enhanced-use authority if that is determined to be
the best means of achieving the change.

—A primary care outpatient clinic to remain on the Fort Howard campus.

Quesgion. Will the new Administration continue to move forward with this

project?

Answer. The Administration supports this project. The Fort Howard project has

the potential to become a model for implementation at other VA sites.

Question. What changes can veterans, their families, and VA employees expect in

the coming months?

Answer. Changes in the upcoming months are:

Date Description
December 2001/January 2002 ..................... Move 12-bed Ventilator/Respiratory unit to Perry Point
May 2002 Relocate administrative functions to Perry Point

September 2002 ..
September 2002 ..

Relocate remaining inpatient functions to the Loch Raven campus

Relocate the current Fort Howard primary care outpatient clinic to building
249 (located behind the existing hospital building and adjacent to the
main parking lot)

January 2003 Contract award for enhanced-use project, if approved as best means of

achieving Mission Change.

Question. Is the new Administration committed to maintaining outpatient services
at the Fort Howard campus throughout the entire transition?

Answer. Yes. The current outpatient clinic will remain intact with no break in op-
erations on the Fort Howard campus. As noted in answer to question number 68,
a relocation of the primary outpatient clinic will be made to more suitable accom-
modations. During the process of redeveloping the campus, a new primary care clin-
ic building will be built perhaps by utilizing VA’s enhanced-use authority.

Question. Will the VA stick to the current timetable that calls for the mission
change to be complete by September 2002, and for the enhanced use to be complete
by January 2003?

Answer. The VAMHCS is doing everything possible to assure the timelines pre-
sented to date are maintained. As has been previously presented, all of the mission
change relocations are dependent on completion of various construction projects. The
mission change is scheduled for completion by September 2002. A contract award
for an enhanced-use project, if approved as the best means of achieving the mission
change, is scheduled in January 2003.

Question. Will the VA be ready to bid the enhanced use portion of the project in
January 2002 as planned?

Answer. The schedule for considering and developing an enhanced-use lease for
this project is as follows:

Date Description
January 2002 VA Medical Center develops a Business Plan. Business/Concept Plan is the
first step in the formal process leading to execution of an Enhanced-Use
project.
February 2002 thru May 2002 ..................... Plan initial consideration and possible approval

Public Hearing
Notification to Congress of the Department’s designation of the site for pos-
sible Enhanced-Use lease
June 2002 Solicitation of bids
July 2002 thru December 2002 ................... Evaluation
VA Capital Investment Board review and recommendation
Secretary's review and determination
OMB review
Congressional notification of the Department’s intent to execute the contract,
if approved
January 2003 Award of Enhanced-Use lease, if approved

Question. If the State does not authorize a new State Veterans Home at Fort
Howard, what impact will it have on the Enhanced Use plan?
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Answer. If the State of Maryland chooses not to authorize a new State Veterans
Home, the impact would be minimal to a possible Enhanced-Use project. Without
a State Veterans Home, it is anticipated that substantial nursing home beds will
be included with the development of the Fort Howard campus. The greater loss of
not having a State Veterans Home at the Fort Howard campus is to the local vet-
eran)s (40 percent of Maryland State veterans reside in the surrounding Baltimore
area).

Question. Could the Fort Howard project be a national model for changing the
Wax) we deliver care to our veterans so that we can better meet their needs as they
age?

Answer. Presently, the Fort Howard project is too early in its development to as-
certain whether a national model is in the offing. The concept has promise and po-
tential. VA is encouraged by the interest of the State of Maryland.

LONG-TERM CARE

Question. What is the status of the long-term care regulations?

Answer. The regulation that adds non-institutional extended care services to the
medical benefits package is currently under review in the Office of Management and
Budget. This regulation adds non-institutional geriatric evaluation, non-institutional
respite care, and adult day health care to the benefits package.

Question. What is the timetable for implementation of these regulations?

Answer. VA plans to publish the proposed long-term care benefit and co-payment
regulation on October 4, 2001. Following public comment and possible changes to
the 1§3gulati0n, based on the comments, VA anticipates a March 2002 implementa-
tion date.

Question. How much funding will VA spend to implement long-term care in 2002?

Answer. VA estimates it will spend $3.4 billion in 2002 to implement long-term
care.

Question. CBO tells us that long-term care will cost at least $400 million per year.
Why does the budget request show a $79 million reduction for long-term care?

Answer. The budget does not show a $79 million reduction for long-term care. Due
to delays in implementing the Veterans Millennium Health Care and Benefits Act,
the 2002 President’s Budget shows a $228 million increase in 2002 and a base ad-
justment of (—$334 million) in 2001 from the 2001 budget estimate versus 2001 cur-
rent estimate for long-term care.

$228 MILLION INCREASE IN 2002

[In millions]
Fiscal Year 2002 President’s Budget
2001 Estimate 2002 Estimate Increase
Obligations $3,134 $3,362 +$228

BASE ADJUSTMENT OF (— $334 MILLION) FROM FISCAL YEAR 2001 PRESIDENT’S BUDGET, 2001
BUDGET ESTIMATE TO FISCAL YEAR 2002 PRESIDENT'S BUDGET, AND 2001 CURRENT ESTIMATE

[In millions]
Fiscal Year Fiscal Year
2001 Presi- 2002 Presi-
dent’s Budget  dent’s Budget Decrease
2001 Budget 2001 Current
Estimate Estimate
Obligations ! $3,123 2$2,789 ($334)

Excludes Subacute Care.
2Adjusted for correction in accounting for Geriatric Evaluation and Management (GEM) programs.

CLEVELAND PLAIN DEALER ARTICLES

Question. Are the incidents described in these articles largely anecdotal? Or are
they symptoms of a larger problem? What is VA doing to respond to the issues
raised by these articles?

Answer. The articles written by Ms. Mazzolini were factual to some extent but
not representative of all sides of the issue and were taken out of context. Despite
the bias of the articles, VHA has taken the allegations seriously and had already
dealt with much of the substance prior to any of the incidents being chronicled in
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the press. In those instances where care was deemed to be substandard, action was
taken including separation and reports filed to the State Licensing Board and/or Na-
tional Practitioner Data Bank. Tort Claims were filed in three of the six cases.
Cases were peer reviewed at the facility level with corrective actions taken where
quality of care issues were raised. Processes were improved, such as better coordina-
tion among the inpatient ward staff, gastroenterology service, and the testing lab-
oratory; notification of abnormal x-ray findings; and scheduling staff surgeon to be
in-house during working hours when surgery is taking place.

Many of the patient incidents pre-dated our revised national patient safety policy
which emphasizes a systems approach focused on prevention, not punishment, as
the most effective way to improve care for our patients. Incorporation of a widely
understood methodology for dealing with these safety-related issues allows for a
clear and more rapid communication of information within the organization.

Several of the incidents raised by Ms. Mazzolini involved the supervision of resi-
dents. VHA policies and procedural requirements for the supervision of residents
are established in VHA Handbook 1400.1, Resident Supervision (http://vaww.va.gov/
publ/direc/health/handbook/1400-1hk.html). The Handbook describes responsibilities
for monitoring resident supervision at VA facilities, and is being updated to clarify
policy in areas such as consultation and supervision on weekends and holidays. Op-
tions for the collection and analysis of resident supervision data are under develop-
ment. The developed tools will be applied across medicine, surgery and psychiatry
bed services, as well as ambulatory care settings in all affiliated centers. VHA is
currently designing tools that will be used to assess the adequacy of resident super-
vision. We also plan to develop an external monitoring process devised to assess
compliance with VHA policies on resident supervision in areas involving diverse as-
pects of inpatient and outpatient care.

Question. Do VA doctors routinely supervise surgery over the phone?

Answer. No.

Question. What is the VA’s resident supervision policy?

Answer. Resident supervision is the process through which clinical care is pro-
vided to patients in this educational context. Supervision refers to the dual responsi-
bility that a staff practitioner has to enhance the knowledge of the resident and to
ensure the quality of care delivered to each patient by any resident.

Policies governing resident supervision in VA were recently reviewed. “Resident
Supervision, VHA Handbook” published in March 2000 clearly outlines the require-
ments for attending supervision of residents in all VA facilities. The handbook is
currently being updated to clarify policy in areas such as supervision on weekends
and holidays and consultation. The overriding consideration must be “safe and effec-
tive care of the patient that is the personal responsibility of the staff practitioner.”
Supervision may be provided in a variety of ways. The specific level of supervision
is generally left to the discretion of the staff practitioner and requires judgment of
the experience and competence of the resident and the complexity of the particular
medical situation. The overwhelming consideration is the safe and effective care of
the patient.

Question. What is the VA’s policy for hiring foreign trained doctors?

Answer. A VHA facility may hire a foreign trained non-citizen physician in the
absence of qualified citizens. Appointments of non-citizen physicians are temporary
in nature and each must meet the same qualifications standard which is applied to
all VHA physicians. Additionally, some non-citizen physicians hired by VHA are ad-
mitted to the United States for residency training in accordance with the require-
ments of the Exchange Visitor Program administered by the Department of State.
Therefore, while educated outside of the United States, the Exchange Visitor physi-
cians are trained in the United States, many in the VHA Healthcare System. Citi-
zens, who complete their medical education and/or training in a foreign country,
may be hired on a permanent appointment, provided they meet the qualifications
requirements.

COLLECTIONS

Question. How confident is VA that it will actually collect $896 million in 2002?
Answer. VA is confident that it will collect the $896 million in fiscal year 2002.
The $896 million is composed of:
—$775 million for first- and third-party collections ($207 million first-party and
$568 million third-party).
—$120 million for pharmacy co-payments.
—$1 million for enhanced use-lease.
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The Veterans Millennium Health Care and Benefits Act authorized the Secretary
to increase the $2 medication co-payment. In addition, VA plans to collect $24 mil-
lion in first party-collections for long-term care.

Question. Billing third parties is a new mission for VA. How is the process going?

Answer. Actually, VA has been billing third parties since 1986, though not on the
same basis or with the same sophistication as occurs today. Public Law 99-272
(April 7, 1986) authorized VA to implement third party billings. Major improve-
ments have been implemented throughout the years in the third-party billing proc-
ess and collections have steadily increased since 1986. The first full year of collec-
tions was accomplished in fiscal year 1987 and totaled $23 million. In September
1999, we implemented a new billing rate structure called reasonable charges which
resulted in fiscal year 2000 Medical Care Cost Fund (MCCF) third-party collections
of $394 million. For fiscal year 2001, we are projecting over $472 million in third-
party collections. As facilities improve their documentation, coding, and billing proc-
esses, we expect a continuing increase in collections.

guestion. What efforts is the VA taking to increase collections from third parties?

nswer.

Compliance.—One objective of this initiative is to improve coding accuracy for bill-
ing and medical record purposes and to conform with insurance industry standards
enabling VA to maximize payments on claims submitted to third-party carriers.

Reasonable Charges.—The implementation of reasonable charges in September
1999 allowed VA to bill health care insurance companies using rates that approxi-
mate community charges. This has increased the dollar value of VA bills and should
therefore increase revenue. VA is continuing to adjust this new billing structure by
adding charges for new Current Procedural Terminology (CPT) codes and updating
all charges to Year 2001 levels.

Medicare Remittance Advice (MRA).—This initiative will enable VA to receive a
Medicare equivalent explanation of benefits document that will be used by Medicare
supplemental payers to determine their appropriate payment to VA.

Electronic Data Interchange (EDI).—EDI will enable VA nationally to transmit
data through a clearinghouse to third-party payers. This should result in more time-
ly payments by ensuring that bills are transmitted electronically to the payer. This
initiative deals with cost savings as opposed to increased collections.

Treasury Offset Program (TOP).—VA is utilizing TOP to recover first-party debts
that are over $25. The TOP has a number of different options for withholding money
owed to an individual by the Government if the individual has any outstanding
debts owed to the Government. In addition, the TOP will send two additional notices
to an individual prior to offset of the individual’s tax refunds or social security pay-
ments.

Lock Box.—This initiative nationally consolidates the collection of first-party med-
ical payments to a Treasury-designated lockbox provider and automates the posting
of I\)/'Ezments to the patients’ accounts at individual medical centers-with cost savings
to .

Outsourcing.—The VA is considering a number of alternative business concepts to
enhance its ability to collect health care revenue. Outsourcing various revenue col-
lection activities is one alternative that is being evaluated by several pilot tests cur-
rently underway. In addition, VISN 5 is designing a new pilot test at selected med-
ical centers within the VISN that will focus on specific billing (e.g., bill “scrubbing,”
code verification, and claim submission) and collection (e.g., claims follow-up, expla-
nation of benefits (EOB) analysis, and decreasing adjustments) activities. Other bill-
ing functions will remain in-house; e.g., verifying non-service connected treatment,
validating coding and medical documentation, and assembling billing information
from various components of the VA information system, VistA. The decision to keep
these functions in-house was based on issues relating to VA-to-vendor IT inter-
facing, and assuring system security, data integrity and confidentiality.

Revenue Office Improvement Plan.—The CFO Revenue Office has recently com-
pleted a study of the Revenue Program as requested by the Secretary of Veterans
Affairs. The plan outlines recommended actions required to improve the core busi-
ness process areas: patient intake, documentation, coding, billing, and accounts re-
ceivable. Twenty-four major recommendations have been made to improve the rev-
enue program. Additionally, this plans proposes eight primary performance meas-
ures to track the improvement of the Revenue Program. The plan also identifies a
number of critical improvement factors (i.e., leadership commitment, accountability
and standardization, training and education, standardized policies, and information
systems that support the revenue cycle) to areas to determine which areas could be
immediately centralized and/or consolidated within VA or outside VA (e.g., con-
tracted out).
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Additionally, VA is reviewing the entire revenue process to identify areas that
need improvement. Subsequent to the study, we will develop an action plan to effect
the needed improvements. We expect to complete that study in late summer.

Question. Why has the VA chosen to keep billing in-house, rather than contracting
it out to the private sector, which has more experience in billing issues?

Answer. VA is considering a number of alternative business concepts to enhance
its ability to collect health care revenue. Outsourcing various revenue collection ac-
tivities is one alternative being evaluated by several pilot tests currently underway.
In addition, VISN 5 is designing a new pilot test at selected medical centers within
the VISN that will focus on specific billing (e.g., bill “scrubbing,” code verification,
and claim submission) and collection (e.g., claims follow-up, explanation of benefits
(EOB) analysis, and decreasing adjustments) activities. Other billing functions will
remain in-house; e.g., verifying non-service-connected treatment, validating coding
and medical documentation, and assembling billing information from various compo-
nents of VA information system, VistA. The decision to keep these functions in-
house was based on issues relating to VA-to-vendor IT interfacing, and assuring sys-
tem security, data integrity and confidentiality.

Question. Has VA been able to develop a list of “lessons learned” to maximize col-
lections?

Answer. VA did a review in April 1999 of existing process procedures and organi-
zational configurations at various VA medical centers with successful collections
programs. The purpose of the review was to determine if there was any relationship
of organizational alignment relative to the overall success of billing and collections.
In an attempt to identify the key factors that may influence the process, VA turned
to the Diagnostic Measures, based upon industry standards that have been success-
fully utilized in identifying areas with opportunity for improvement as well as “best
practices” or “lessons learned.”

Upon completion of the review, we could not find a common link to explain the
success of individual MCCF programs. What worked at some facilities did not or
was not utilized at other facilities. Most of the successful programs maximize the
use of software, maintain a high level of compliance, provide formalized training
and, at some facilities, benefit from strong leadership. Some facilities also benefit
from strong TRIAD (director, associate director, and chief of staff) support and phy-
sician buy-in into the MCCF program.

It should be noted that almost all of the facilities reviewed were located in rural
or small metropolitan areas. It also appeared that most medical center staff had
been with the MCCF program for a number of years. When interviewed, the MCCF
program coordinators at these sites stated that the employees were very much inter-
ested in the success of the program. It should also be noted that at a number of
these facilities, the staff was cross-trained for other jobs within MCCF.

The results of this review have been shared with all MCCF program coordinators.
In June 2001, we will distribute new and improved Diagnostic Measures. The new
measures will provide reports that give a more comprehensive snapshot of indi-
vidual and VISN-level facility performances.

Question. Does the VA know to what extent it is owed by deadbeat third parties?
Is VA able to estimate how much?

Answer. Currently, third-party active claims over 60 days old secondary to Medi-
care, have a total billed amount of $394.6 million, with an estimated collectable of
approximately $78.9 million. Those active claims not secondary to Medicare over 60
days old have a total billed amount of $113.4 million with an estimated collectable
of $68 million.

The recording of the amount to bill the health insurance company is based on the
dollar value of the medical treatment that is provided to an individual. In most in-
stances, that amount is greater than the expected payment to be received for the
treatment rendered. An example is: the VA will bill a Medicare supplemental plan
for the full value for the service provided even though the plan is a secondary payer
to Medicare, as the VA does not have authority to bill Medicare. Therefore, the
Medicare supplement plan will pay only for the Medicare deductible and a percent-
age of the professional fees assessed for the treatment provided. This inflates the
value of our outstanding receivables because approximately 70 percent of VA’s bil-
lings are secondary to Medicare.

The problem of our overstated receivables for Medicare supplemental claims will
be remedied when the Medicare Remittance Advice software development project is
completed and released in the winter of 2002. This software will record the receiv-
able to the secondary payer at the anticipated value for the service provided.

?uestion. How did the VA arrive at the prescription co-pay increase from $2 to
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Answer. Language contained in Public Law 101-508 states that VA cannot charge
a co-payment amount that would exceed VA’s cost of the medication. VA completed
an extensive review of the fiscal year 2000 costs associated with the administration
of outpatient prescriptions. A VHA Co-payment Work Group, assisted by a con-
tractor, conducted a literature review of medication co-payment industry practices.
The outcome of these reviews assisted the VHA Office of Finance in determining the
proposed medication co-payment amount. This proposal is now undergoing internal
VHA review prior to submission to the Secretary for review and approval.

Question. Does the VA plan further increases or adjustments to the co-pay?

Answer. Under the proposal now being considered by VA, the co-payment amount
will be reviewed on an annual basis, and recommendations for increases or adjust-
ments will be made as appropriate.

Q;testion. What process will be used to determine any future changes to the co-
pay?

Answer. Under the proposal now being considered by VA, VHA will monitor the
medication co-payment amount and will refer to the pharmacy component of the
medical consumer price index (CPI) as an index that would establish future medica-
tion coipayment increases. This is the indicator that is most specific to pharma-
ceuticals.

MEDICAL RESEARCH

Question. Veterans Service Organizations are recommending $395 million for
medical and prosthetic research. The Administration’s budget request is $360 mil-
lion. Have you reviewed the organizations’ request?

Answer. VA personnel attended the Independent Budget release presentation and
closely reviewed the document.

Question. Can you explain the reason for the difference?

ﬁxlnswer. The differences between the two budgets are shown in the following
table.

[In thousands of dollars]

2002 Appropriation

Description Independent President’s

Budget Budget

Personnel Compensation 161,581 192,650
Employee Travel 2,162 3,737
Communications, Utilities and Misc. Charges 1,081 1,227
Printing and Reproduction 2,087 198
Research and Development Contracts 164,734 106,507
Supplies and Materials 42,228 34,666
Equipment 21,530 21,252

Total 395,403 360,237

Question. The VA expects about $151 million in private contributions to VA med-
ical research. What efforts has VA undertaken to maximize private contributions?

Answer. Non-governmental entities represent an inconsistent source of funding for
VA research. VA maximizes funding from private sources through active contacts,
advising field researchers of funding announcements, and closely monitoring up-
dates on developmental drugs. Virtually all private-sector contributions are directed
to support specific research projects, not to general support of the VA research pro-
gram.

Question. Why does the budget request cut 79 employees from the medical re-
search program?

Answer. The increase in the fiscal year 2002 budget is less than current services.
The FTE level is reduced in an effort to maintain the number of new projects funded
in fiscal year 2002.

Question. How will these cuts effect current research efforts? New research
projects?

Answer. The cuts will not affect current research efforts. The FTE level is reduced
in an effort to maintain the number of new projects funded in fiscal year 2002. On-
going, multi-year projects will continue to be funded.

WAITING TIMES

Question. What can the VA tell us about current waiting times? How long do vet-
erans wait to get a doctor’s appointment?
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Answer. The average waiting time (days) for “next available” clinic appointments
has greatly improved over the past year. (See the following table.)

AVERAGE NUMBER OF DAYS FOR “NEXT AVAILABLE™ APPOINTMENT

Description April 2000 March 2001 Difference
Primary Care 65.1 4.4 —20.7
Eye Care 101.0 72.9 —28.1
Audiology 49.9 39.7 —10.2
Cardiology 51.7 40.4 —113
Orthopedics 44.6 39.7 —49
Urology 80.7 52.7 —28.0

Similarly, the percentage of patients who reported waiting greater than 20 min-
utes to see their provider has decreased significantly.

Percent of Outpatient Respondents Waiting >20 Minutes to See Provider

Percent

55.33
48.69
43.63
33.43
31.02
... 30.20
March 2001 ......ocooiiiiiii s 28.39

Question. How long do they sit in the waiting room?

Answer. In the most recent VHA Veterans Customer Satisfaction Survey (patients
who received care between March 24, 2000 and September 24, 2000), veterans were
asked, “How long after the time when your appointment was scheduled to begin did
you wait to be seen?” The responses were:

Percent of

Response Respondents

No wait ............ 11.33
1 to 10 minutes ... 33.02
11 to 20 minutes . 26.05
21 to 30 minutes . 14.67
31 to 60 minutes .... 8.44
More than 1 hour ... .. 528
Cannot ReMEMDET .........coooiiiiiiiieciie ettt et e e e sra e e e ere e e s raeeennee 1.20

’Il‘hese data demonstrate that 70.4 percent of patients report waiting 20 minutes
or less.

Question. What are the goals for patient waiting time?

Answer. The goals for patient waiting time are:

—90 percent of enrolled veterans who will be able to obtain a non-urgent patient
appointment with their primary care provider or other appropriate provider
within 30 days.

—90 percent of patients who will be able to obtain a non-urgent appointment with
a specialist within 30 days of the date of referral.

—90 percent of patients who report being seen within 20 minutes of their sched-
uled appointments at VA health care facilities.

Question. How were these goals developed?

Answer. In the late 1990s, VHA recognized through its own analyses that access
remained a critical concern. In response to these concerns, VHA began work to es-
tablish system-wide goals.

It is the perception of direct care providers, administrators and Veteran Service
Organizations that the single most common concern with VA care is access. While
VA has made tremendous strides in geographic access improvement, waits for non-
emergency, non-urgent care are considered to be excessive.

In order to develop a data-driven approach, community benchmarks were sought.
One of the more robust sources for related data was Healthcare Benchmarking Sys-
tems International (HBSI). HBSI benchmarks hospitals for “15th next available ap-
pointment.” (“Fifteenth next available” reduces the effect of appointment cancella-
tion. Cancellations can affect the validity of “next available” measures by creating
an artificial appearance of timely availability of appointments. They are in fact, not
really usable because of their last-minute nature). A significant limitation of HBSI
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data is that they are based on self-report. Further, a recent survey of university
medical centers addressed the expected availability of non-urgent primary and spe-
cialty care appointments. The study found no consistent definition of acceptable
waiting times and no consistent mechanism of validating the relationship between
expectations and actual practice.

Given the lack of standard methodology or benchmarks, VHA established the 30/
30/20 (90 percent of requested next available non-urgent primary care appointments
should be scheduled within 30 days; 90 percent of requested next available non-ur-
gent specialty (eye care, audiology, orthopedics, cardiology, urology) appointments
should be scheduled within 30 days; and 90 percent of patients should be seen with-
in 20 minutes of the scheduled appointment time) goals based on their perception
of veterans’ expectations. Implicit in these goals is an understanding that providers
clinically “triage” all patients requesting urgent care and provide care on a more ur-
gent basis if clinically appropriate. The ultimate objective for reduction of waiting
times is to care for the patient within a timeframe that is both clinically valid and
meets the patient’s expectations.

Question. What is the VA doing to develop a system to accurately quantify the
current situation?

Answer. In support of the 30/30 strategic goals, VHA established a process to
measure the average waiting time for a requested appointment. Both fiscal year
2000 and fiscal year 2001 performance plans require the measurement of the aver-
age waiting time for primary care and five high-demand specialty clinics. Data
issues have been addressed; software continues to be enhanced; and training is
being implemented to enhance data accuracy.

The ability to collect other data on patient appointment waiting times is currently
being evaluated. A new scheduling software patch was released to VHA field sta-
tions on January 31, 2001. This patch was designed to collect information on the
percentage of patients receiving next available appointments within 30 days of their
request. Field stations installed the patch in late April 2001, and that data was
available for further evaluation of reliability. Data will continue to be scrutinized
for reliability, validity, reproducibility and usefulness, and the data collection proc-
ess will be modified as necessary.

The “20” of the 30/30/20 is measured through patient surveys. Patient surveys are
an accurate assessment of the patient’s perception, at that point in time, of their
waiting time. The data is exceptionally stable over time. The survey is a well-vali-
dated instrument, fundamentally developed by the Picker Group. All VHA clinics
are reviewed. Each outpatient survey includes approximately 110,000 patients, and
in seeking to propel improvement in satisfaction by more tightly linking actions
with results, two surveys were administered this year encompassing a total of about
220,000 patients. For the 2000 (wave2) survey, 108,007 patients were sampled and
75,939 patients responded. This represented patients who received care in the pri-
mary care clinics during August 2000 at 22 VISNS, including 136 medical centers,
and 637 clinics. The overall response rate to the survey is consistently and remark-
ably high at 70 percent. The results from the national surveys indicate that younger
patients are under represented in the results. VA survey response rates are among
the highest known in the health care industry, perhaps a benefit of military service
history.

Quest;'on. How much funding does VA anticipate devoting to quantify this problem
in 20027

Answer. VA requested an additional $164 million in 2002 for improvements to ac-
cess and service delivery.

Question. VA planned to spend $400 million for this effort in 2001. How is this
funding being spent? Has VA developed a reliable system?

Answer. Between fiscal year 2000 and fiscal year 2001, the total of yearly planned
additional investments in improvements to access and service delivery is estimated
to be $346 million. The networks reported their planned progress in investments
and performance for 2000 and 2001 in their January 2001 submission to VHA’s fi-
nancial plan. The following table shows the areas receiving additional investment.

[In millions of dollars]

Additional Investment Per Year

2000 2001

Timeliness:
CBOCs 37 74
Improvements to Work Processes 68 130
Infrastructure 2 7
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[In millions of dollars]

Additional Investment Per Year

2000 2001
Telephone Care: Ensure all veterans have access, 24/7 2 8
Timely Access to Clinical Information:
Telemedicine 3 2
Information Technology 6 7
Total 118 228

The system is designed consistent with the Government Performance and Results
Act (GPRA) to monitor the overall objective being the targeted goals of 30/30/20. Al-
though $346 million has been identified for Access and Service Delivery, the appro-
priation specifically provided for this initiative totaled $77 million in fiscal year
2001. The remaining dollars must be absorbed from within existing funding levels.

CLAIMS PROCESSING TIMES

Question. What is the current processing time for claims and what is the goal?

Answer. At the beginning of each fiscal year, performance targets are established
for each of the performance measures contained on the balanced scorecard. The fis-
cal year 2001 national performance for Compensation and Pension claims processing
timeliness is as follows:

[In days]

Fiscal Year
2001 Actual fiscal Year Fiscal Year

Timeliness Measure (through 2001 Target 2002 Target

March 2001)
Rating-Related Actions (completed) 176.5 195 210
Non-Rating-Related Actions (completed) 50.9 54 52

Question. What lessons has the VA learned from past efforts to improve proc-
essing times?

Answer. Past efforts to improve claims processing timeliness and accuracy have
resulted in valuable learning experiences. One of the most constructive lessons has
been in pilot testing major processing changes before national implementation. For
example, VBA tested the case management approach to claims processing before na-
tional implementation. Customer surveys were also conducted at the test sites. As
a result of both of these measures, improvements were made to the implementation
plan before all stations made the transition to case management. In addition, VBA
recognizes that a moderate amount of specialization can help improve timeliness.
VBA will be consolidating pension claims processing and creating resource centers
to concentrate on specialized claims work. Finally, enhanced partnerships with in-
formation resources are critical to improving claims processing timeliness. VBA is
working to enhance access to VHA medical records, establish joint C&P/VHA exam
offices, and hire additional employees for the St. Louis Records Management Center.

Question. How much funding does VA anticipate devoting to improving claims
processing time in 2002? How many employees?

Answer. VBA has requested over $732 million to fund the administration of the
Compensation and Pension programs. The funding in the fiscal year 2002 budget
submission, as in past submissions, is devoted to improving the timeliness and accu-
racy of VBA claims processing. It is not possible to separate specific dollar amounts
or FTE resources that will impact only one performance measure, timeliness. VBA
expects to have 2,000 Rating Veterans Service Representatives (RVSRs) and 3,500
Veterans Service Representatives (VSRs) on board by the end of fiscal year 2001.

Question. How will VA train new employees so they will be able to make a real
difference?

Answer. The Compensation and Pension Service (C&P) launched a national re-
m{uitment initiative, Challenge 2001, for RVSRs and VSRs to assist in succession
planning.

In order to meet this need, C&P Service has created an initial twelve week train-
ing program that will provide RVSRs and VSRs the foundations of technical train-
ing. The major goal of this training is to ensure RVSRs and VSRs can be productive
as soon as possible while still learning the basic job responsibilities.
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The initial 16 weeks of RVSR training incorporates an intense six weeks of class-
room instruction along with ten weeks of practical application at the student’s home
office. This is accomplished using the Training and Performance Support System
(TPSS), which is a computer assisted, cooperative learning, and case study tool. This
will be followed by another twelve weeks of classroom instruction and practical ap-
plication at the student’s home station.

The initial 12 weeks of VSR training incorporates an intense four weeks of class-
room instruction along with eight weeks of practical application at the student’s
home office. This is accomplished using the award winning Field Guide to VSR
Training, which is a web-based repository of training instruction and materials.
There will another thirty-six weeks of classroom instruction and practical applica-
tion conducted at the student’s home station.

Que?stion. How will the VA’s new “duty-to-assist” requirements impact processing
times?

Answer. The number of pending claims decreased each year from fiscal year 1998
to fiscal year 2000. In addition, the appeals workload showed significant improve-
ment over the same time period. VBA began to see the effects of the recent legisla-
tive changes on our workload. Since the implementation of the duty to assist legisla-
tion, our pending claims and appellate workload have increased significantly since
the start of fiscal year 2001. During the same period, the timeliness of claims proc-
essing remained relatively study, with some improvement in the timeliness of ap-
peals. The impact of duty to assist requirement has had a significant negative im-
pact on processing time. The fiscal year 2002 projections for rating related proc-
essing times is 100 days higher than the actual performance achieved in fiscal year
2000.

Question. Is the VA developing safeguards to ensure times won’t get worse as it
does more to help veterans develop their claims?

Answer. VBA has developed countermeasures that will minimize the potential
negative impact on workload and timeliness created by “duty to assist” and diabetes
legislation. The Secretary of Veterans Affairs has initiated a comprehensive plan to
expedite the processing of our oldest pending claims, with priority given to those
claim}s1 filed by veterans age 70 or older. This plan incorporates a three-pronged ap-
proach:

—Establish a special processing unit.

—Revise the mission for the SDN Resource Centers.

—Provide Level III case management service at all ROs for veterans age 70 and

older, and for any customer whose claim has been pending more than 1 year.

Work on all three approaches is now in progress, with full implementation by No-
vember 1, 2001. Additionally, efforts are underway to investigate and develop modi-
fications to legislation and regulations that will improve claims processing timelines.
These proposals will allow oral evidence gathering, simplify issues pertaining to ef-
fective dates and simplify certain pension program adjustments. Among other coun-
termeasures planned, VBA will consolidate pension claims process and enhance the
accessibility of records from VHA and the St. Louis Record Management Center.
Further recommendations from the VA Claims Processing Task Force report are an-
ticipated to advance VBA’s potential to process claims promptly.

HEPATITIS C

Question. The budget request is $168 million below the 2001 appropriated level
for hepatitis C. Can you please explain the reason for this cut?

Answer. Since initiation of the tracking of hepatitis C-specific utilization and ex-
penditures, VA has increased the number of patients screened, tested and treated
every year. VA expenditures for hepatitis C have risen every year, reflecting this
increased activity.

Hepatitis C is a new disease. The virus that causes this disease was identified
in 1988. The blood test for it began in 1992 and the first treatments were approved
in 1997. VA’s previous budget estimates were based on assumptions because no reli-
able data on hepatitis screening, testing and treatment existed. Based on VA’s ac-
tual experience in testing for and treating veterans with hepatitis C, we are now
better able to understand where those early best guess’ assumptions were inac-
curate. This is why there are significant differences between appropriated and re-
ported budgets for fiscal year 2001. Specifically, areas of large discrepancy between
the earlier estimates and our actual experience involve: Number of patients who
agreed to be tested for hepatitis C; actual number of people who test positive (preva-
lence); and number who agree to treatment for hepatitis C.

It is important to point out the continuing medical uncertainty surrounding some
aspects of hepatitis C treatment, including, for many patients with minimal clinical
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disease, the value of treatment versus the risk of treatment side effects. Since hepa-
titis C infection may persist for decades without clinical symptoms or signs of liver
damage, some patient and their providers opt to defer therapy until more effective
and better-tolerated therapies are available.

The magnitude of difference between previous models and actual experience justi-
fies a reexamination of the models and assumptions currently used to project hepa-
titis C expenditures. As a preliminary step in this direction, the Department has
revised the projections for fiscal year 2002 to $171.6 million. The budget planning
process for fiscal year 2003 will include a more comprehensive revision of the hepa-
titis C model.

Question. VA requested $340 million for hepatitis C in 2001, but now tells us it
will only spend $152 million. Why has VA been unable to spend as much hepatitis
C funding as it previously requested?

Answer. See response to above question.

Question. What guidance does the VA provide to Regional Offices on the testing
of hepatitis C? What guidance is provided on treatment?

Answer. VA’s hepatitis C program ensures that all VA clinicians are provided the
most up-to-date scientific information about the disease in order to deliver the high-
est quality care to veterans, and ensures that they receive appropriate information
about hepatitis C screening and testing. This is based on the Under Secretary for
Health’s Information Letter (IL 10-98-013), dated June 11, 1998, which establishes
the criteria for provider evaluation, screening and testing for hepatitis C. As stated
in the Information Letter, providers are to evaluate patients with respect to risk fac-
tors for hepatitis C and document the assessment. Based upon the hepatitis C risk
assessment or patient request, antibody testing is offered based on an algorithm (see
attachment, Hepatitis C Virus Antibody Screening for the Veteran Population). In
addition, VA Hepatitis C Centers of Excellence maintain a Web page, www.va.gov/
hepatitise, (for both clinicians and patients) as a guide for hepatitis C screening and
testing.

Several national educational conferences have also been conducted to ensure that
VA clinicians are provided with the most up-to-date scientific information about
hepatitis C in order to deliver the highest quality care to veterans with the disease.
These programs were designed to assist providers in identifying those at risk, pro-
vide testing and prevent them from becoming infected with the virus that causes
hepatitis C, as well as to provide the most current scientific information about treat-
ment. These conferences which included updating hepatitis C, also provided special
emphasis on:

—March 2000—Pre- and post-test counseling for nurses, pharmacists and coun-

selors.

—August 2000—Psychiatric evaluation of patients and treatment of complex pa-
tients.

—December 2000—Psychosocial needs of the patient with hepatitis C and his/her
family.

To ensure that VA health care is state-of-the-art for hepatitis C, treatment guide-
lines first issued in August 1998 were updated in January 2000 (see attached). They
are currently being updated again.
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Hepaititis C Virus Antibody Screening for the Veteran Population
History of Poiitive Test for Hepatitis C Virus Antibody

v v

YES l\iO

PRESENCE OR HISTORY OF ANY OF THE FOLLOWING:

1. Transfusion of blood or blood products prior to 1992

Injection iflicit drug use - past or present — any number of injections — skin or
intravenous site

Unequivocal blood exposure on or through skin or mucous membrane — medical
worker, combat casualty care, needle stick injury

Multiple sexual partners — past or present

Hemodialysis

Tattoo or repeated body piercing

Intranasal cocaine use — past or present

Unexplained liver disease

. Unexplained abnormal ALT value

0. Intemperate alcohol use

w

sooNoos

YES NO

+ Low priority for HCV antibody screening; not
Recommend: recommended unless at patient’s request

1. Counseling for risk behavior
2. Screening HCV antibody (e.g. EIA)
3. Measure ALT if not yet done

A\ v
HCV antibody positive HCYV antibody negative

Perform confirmatory test (e.g., RIBA)
if low-risk patient or normal ALT

v v
Test positive Test negative

\ Patient unlikely to have true positive HCV

antibody. Repeat testing
based on individual risk

— Individual patient care decisions
regarding counseling, further testing
and potential treatment options are
necessary. These should be based upon
current literature or performed within
approved research protocols

QUESTIONS SUBMITTED BY SENATOR ROBERT C. BYRD
OUTPATIENT CLINIC IN CHARLESTON, WEST VIRGINIA

Question. In the late 1990’s, the reports accompanying several VA-HUD Appro-
priations Bills included, at my request, language urging the Department of Veterans
Affairs (VA) to accelerate the establishment of community-based outpatient clinics
in Charleston, Logan, Petersburg, and Franklin, West Virginia.

Do some of our veterans forego medical care they need because they find travel
too difficult?

Answer. Prior to the opening of Community Based Outpatient Clinics (CBOC) in
Charleston, Logan, Petersburg, and Franklin, many veterans cited distance and
time required to travel as reasons for not going to a VA facility.

Question. Are outpatient clinics a solution to this barrier?
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Yes. Outpatient clinics appear to be one solution.
Question. Before the opening of these clinics, what health care options were avail-
able to veterans of the above-mentioned West Virginia cities?

Answer.
CBOCs Type of Care Description of Health Care
Charleston ........coccoveeenniineiins Non-Emergent ... 29 Independent Physician Clinics in Charleston area
Emergent Major Hospitals include Highland, St. Francis, and Thomas
Memorial
Franklin ......cooeevevvereeecienaes Non-Emergent ... Two local medical doctors within the county

1 hour to the west at Rockingham Memorial Hospital,
Harrisonburg, VA
45 minutes to the north at Grant Memorial Hospital in Pe-
tersburg, WV
LOGaN oo Non-Emergent ........cccooevvenee. 5 Independent physician clinics in Logan area
Emergent Logan General Hospital
Petersburg .....covevveveeiecenae Non-Emergent Providers in Grant, Hardy, Pendleton, and Mineral counties
Emergent Grant Memorial Hospital

Emergent

Question. On average, how far did a veteran have to travel from each city for VA
health care?

Answer.
Description Nearest VA Facility Prior to CBOC Opening
Charleston Huntington VA Medical Center—50 miles one way
Franklin Martinsburg VA Medical Center—150 miles one way
Logan Huntington VA Medical Center—75 miles one way
Petershurg Martinshurg VA Medical Center—130 miles one way

Question. How many veterans received health care at each of the new outpatient
clinics in fiscal year 2000? Have these numbers increased since fiscal year 1999? By
how much? Is usage of these clinics surpassing expectations, particularly in such a
relatively short time period? Are they providing better health to more veterans in
West Virginia? Do you anticipate the numbers of visitors to increase even more?

Answer.

Unique Veterans

CBOCs —2001 Comments
1999 2000 Est.

Charleston ................. 1,857 2,936 3,500 Steady growth. Kanawha County has the largest concentration of
veterans in West Virginia

Franklin .......ccoocovrvunnes 55 100 134 Veterans averaging 2.7 visits per year. It is anticipated that the
number of veterans will continue at the current rate.

Logan ... N/A N/A 200 The Logan Clinic opened in fiscal year 2001. Access will be in-
creased the following two years to a maximum of 600 patients.

Petershurg ................. 373 580 701 Veterans averaging 3 visits per year. It is anticipated that the num-

ber of veterans will continue at the current rate.

Veterans at CBOCs receive the same level of care as provided in primary care
clinics at VA medical centers. This is monitored through the External Peer Review
Program (EPRP) Program. Likewise, each veteran at a CBOC has the same access
to specialty care as a veteran seen at a medical center.

Question. Are there any additional areas in West Virginia where there are unmet
needs with respect to veterans health care?

Answer. The four VISNs serving the state of West Virginia review the unmet
needs of veterans on a regular basis and react accordingly. For example, we plan
to activate a new, contracted CBOC in Williamson, West Virginia, and is anticipated
to open in February 2002.

NURSING HOME CARE UNIT AT THE BECKLEY VETERANS AFFAIRS MEDICAL CENTER

Question. The fiscal year 2001 VA-HUD Appropriations Bill included, at my re-
quest, an amount of $1 million over the budget request for design of a 120-bed VA
Nursing Home construction project on thirteen acres of available space owned by the
Beckley VA Medical Center.



143

What is the status of the $1 million design work for the nursing home?

Answer. An Architect/Engineer (A/E) contract for design/build documents was
awarded August 2001.

Question. When will the nursing home project be ready to go to construction?

Answer. If construction funds were available, an award could be made by Feb-
ruary 2002.

Question. I understand that this project must first pass muster with the so-called
Capital Asset Realignment for Enhanced Services initiative, which is a prerequisite
for any new major construction project throughout the VA system. Please tell me
more about this process and how the Beckley project fits into this process. Will this
new process delay construction beyond the point it would otherwise be eligible to
go to bid? If so, what is the rationale for holding up this project and causing delays
that can only increase the costs of the construction of the project?

Answer. CARES is a process being undertaken by VA to evaluate health care de-
livery needs of veterans through 2010. Once the preferred option(s) for clinical serv-
ice delivery are decided for each VISN, an appropriate alignment of capital assets,
in which those services will be delivered, can be made.

Because VA health care facility capital asset sizing is dependent on clinical work-
load, most investment initiatives are being reevaluated as the CARES projections
are made. Initiatives underway prior to fiscal year 2000 were allowed to continue.
However, those still in the development or design stage are being further reviewed.
VA is on record that we cannot stop investing in our aging infrastructure and ad-
dressing new program needs before the CARES process is completed. VA is aware
of the need for continued investments, and will consider this nursing home care unit
project along with other nationwide priorities when developing future budgets.

An AE contract award for design/build was awarded in August 2001 in accordance
with the fiscal year 2001 VA-HUD Appropriations Bill. Pending Congressional au-
thorization and construction funding for this nursing home project, VA cannot pro-
ceed with a construction contract. Consequently, we are completing as much of the
process as authorized to do.

Question. What other advice can you give me that would accelerate this project,
which is designed to provide much needed long-term care for our veterans in South-
ern West Virginia?

Answer. Utilizing the design/build method of construction and using the design
flindS appropriated in our fiscal year 2001 budget have accelerated the design sched-
ule.

DEMONSTRATION PROJECT—CLARKSBURG VA MEDICAL CENTER AND RUBY MEMORIAL
HOSPITAL

Question. VA supports amendments for initiating, continuing, and enhancing the
demonstration project involving the Clarksburg VA Medical Center, Ruby Memorial
Hospital, and West Virginia University (WVU). The pilot demonstration project al-
lows Ruby Memorial Hospital to provide specialized treatment to veterans in the
Clarksburg/Morgantown areas, rather than requiring them to travel out of state to
receive care at other VA hospitals.

Has this project greatly improved the access of veterans to a number of special-
ized services? In what particular areas?

Answer. Yes, the Ruby Memorial Project has greatly improved the access of vet-
erans for a variety of specialized services. The major referral to Ruby Memorial is
ophthalmology. This service includes evaluations and testing but also cataract sur-
gery, glaucoma surgery, laser treatments for retina disorders and other eye sur-
geries. Imaging is another area for which many veterans receive referrals to Ruby
Memorial. Services include mammograms, dexa scans (bone density studies for
women, as well as male/female veterans having chronic obstructive pulmonary dis-
ease who are treated with steroids/prednisone), Magnetic Resonance Imaging (when
timeliness or urgency of the study is a priority) and arteriograms (when the service
is not available at Clarksburg and is urgent in nature. Other imaging referrals, es-
pecially for our women veterans, include ultrasounds of the breasts and pelvic area.

Ruby Memorial Hospital also performs gastrointestinal tests, including pH moni-
toring and enterclysis, which are not performed at Clarksburg or at Pittsburgh.

Referrals are also made to Ruby Memorial for gynecology surgeries and sentinal
node biopsies for melanoma (the standard of practice in the work-up of this disease).

Cardiac patients also benefit from referrals to Ruby Memorial. Two services not
available within VA include a congestive heart failure clinic and enhanced external
counter pulsation treatment. Both of these services are for veterans with end-stage
congestive heart failure or inoperable cardiac disease. Several veterans have bene-
fited from the treatments, and quality of life has been improved.
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Finally, patients with emergent medical conditions are transferred to Ruby Memo-
rial when Clarksburg VA does not provide the needed service and services are not
available at Pittsburgh. Such transfers can include: cardiac, respiratory, vascular,
neurosurgery, or orthopedic conditions.

Question. What are the most common health conditions found in veterans at the
Clarksburg VA Medical Center? Are there other areas of specialized care that WVU
could be providing to veterans in these areas?

Answer. The most general health problems treated at Clarksburg VA include
chronic ischemic heart disease, diabetes, chronic obstructive lung disease, and hy-
pertension.

As noted above, most specialty services are used at Ruby Memorial currently. Re-
ferrals to Ruby are based on service not available at Clarksburg or Pittsburgh, ur-
gency or timeliness of the referral, and hardship (when travel to Pittsburgh is not
in the interest of the veteran).

Question. Is there potential for similar demonstrations between other VA Medical
Centers in West Virginia with other West Virginia medical facilities, such as the
Huntington VAMC and Marshall University?

Answer. Currently, there are plans to locate an eastern panhandle campus of the
West Virginia University (WVU) School of Medicine in the Eastern Panhandle. Once
this program is established, the potential exists for clinical opportunities between
the Medical Center, the CBOCs and WVU. The Beckley VAMC is not affiliated with
a nearby medical school, so collaboration as described is not foreseen. In addition,
Beckley has no contractual agreements with the two local community facilities; how-
ever, as with most VAMCs, they do have cooperative arrangements to refer patients
when the need arises. Most typically, this would be for patients requiring emer-
gency/critical care beyond the scope of the Beckley VAMC capabilities for which
transfer to Salem/Richmond is neither practical nor safe.

Question. Is there merit to constructing a VA Research Center on the campus of
the West Virginia University Health Sciences Center in Morgantown?

Answer. VA Research and Development is an intramural program: appropriated
research funds are allocated to VA facilities to conduct research on the high priority
health care needs of veterans under the supervision of VA employees. Unlike the
NIH and Department of Defense, VA does not make research grants to colleges or
universities, cities or states, or any other non-VA entity. Moreover, more than 70
percent of VA researchers are also clinicians requiring proximity to their patients.
Accordingly, VA opened a new research building at the Huntington VAMC in 1998.
An additional research facility at Morgantown would place VA investigators 205
miles from the Huntington VAMC and 150 miles from the Martinsburg VAMC. Re-
searchers at the Clarksburg VAMC would still be 40 miles from the proposed center,
and to date, that medical center has no active VA research funding.

We believe that funding construction to improve existing VA research facilities
would best serve America’s veterans.

VA HEALTHCARE INFORMATION SECURITY

Question. 1 am awaiting a report from the VA regarding a constituent proposal
I sent to the agency on March 1, 2001, regarding ways in which to improve the secu-
rity of health records of our nation’s veterans. I understand that these computerized
records are very accessible to hackers, and that there have been numerous reported
incidents of stolen records, stolen identities, changed results, and denial of insur-
ance and/or employment.

What is the VA’s current plan to protect the privacy, confidentiality, and integrity
of the sensitive medical records of the VA patient population, as recommended by
a recent GAO report?

Answer. VA uses both physical and electronic controls to safeguard patient infor-
mation in the Veterans Health Information System and Technology Architecture
(VistA). Access to computer rooms at health care facilities is limited by appropriate
locking devices and restricted to authorized VA employees and vendor personnel.
Computer peripheral devices are placed in secure areas or are otherwise protected.
Access to file information within VistA, for authorized staff, is controlled at two lev-
els. The system recognizes authorized employees by a series of individually unique
passwords and access via menu assignment. Security keys within the Patient Sensi-
tivity function of VistA control access to restricted or sensitive computerized records.
Sensitive record access logs are available through VistA to track user access to in-
formation on employees, volunteers, and specific patients. Paper records are kept in
physically controlled areas. VA file areas are locked after normal duty hours, and
the Federal Protective Service or other security personnel protect the facilities from
outside access.
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In November 2000, VA established a department-level information security pro-
gram, led by an executive-level official. This plan provides the framework for ad-
dressing department-wide information security on a near- and long-term basis. The
plan addresses security problems, and responds to risks documented in a depart-
ment-wide risk assessment that VA completed in June 2000.

VA’s information security management plan emphasizes accelerated enterprise-
wide improvements that are directed primarily at improving access controls. The
plan identifies near-term actions including:

—Requiring more secure passwords on computer workstations.

—Removing unsecured dial-in connections.

—Conducting focused reviews of access and personnel controls.

—Requiring incident reporting as a standard practice.

—Implementing configuration standards for external electronic connections.

—Conducting a total workforce review of VA standard security awareness cur-

riculum.

—Implementing personnel controls.

—Performing penetration tests at selected VA locations.

These near-term actions have been completed.

VA’s plan also identified a number of longer-term actions that emphasize broader
assessments and proposed measures to improve information security on a more com-
prehensive basis. These actions include establishing a regular cycle to test the De-
partment’s compliance with established security requirements and certifying and ac-
crediting general support systems and major applications.

VHA is fully supporting this plan. Based on monthly status reports, VHA is in
compliance and on schedule with implementation of all phases of the Department’s
information security program.

Question. Does the President’s fiscal year 2002 Budget contain sufficient funding
to implement such a plan? If not, what level of funding would be required?

Answer. The department-wide information security plan is defined in an approved
Capital Investment Proposal. Funding for this initiative is identified and supported
in the fiscal year 2002 budget submission.

QUESTIONS SUBMITTED BY SENATOR TIM JOHNSON
VETERANS EDUCATION

Question. Given your history of strong support for a dramatically improved GI
Bill, what are your current plans for enhancing this important legislation during the
next year or two, especially within the context of the President’s proposed budget
for fiscal year 2002?

Answer. Veterans no longer are well represented in the top leadership positions
in business, industry, or government because graduates of schools that most vet-
erans cannot afford to attend disproportionately fill these positions. Further, entry
or advancement into positions in our Nation’s increasingly high-tech business envi-
ronment often demands completion of high-cost, short-term courses that lead to ad-
vanced degrees, certification, or licensure. To begin to address these realities for vet-
erans, we believe MGIB improvements, within the current budget context, should
focus on reasonable rate increases and a benefit payment option that permits accel-
eration of benefit usage, in that order.

Question. As you may be aware, bi-partisan GI Bill related legislation has been
introduced in the Senate to help fulfill the promise to those who serve in the defense
of our nation. The Johnson/Collins bill (S. 131), not only enjoys the support of the
leadership of the Senate, but also has indirectly received the endorsement of the
Senate as a whole through the creation of a reserve fund amendment to the Senate
Budget resolution. Since this bill is similar in nature to the recommendation of the
Servicemembers and Veterans Transition Commission in that it links the GI Bill to
the cost of education, what support can you and the Administration provide to assist
with the enactment of this important legislation?

Answer. Indexing the basic MGIB benefit to the annual cost of attending a 4-year
public college certainly is a worthwhile goal. However, we believe the significant
tiered rate increases proposed in S. 1114 would, to the extent the increases can be
accommodated within the overall budget guidelines agreed to by the President and
Congress, represent an important first step toward such goal. We note that identical
tiered increases are contained in H.R. 1291, which already has passed the House.
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VETERANS HEALTH CARE

Question. Of the Administration’s requested $1 billion increase, only approxi-
mately $800 million of that discretionary amount would be available for health
care—for routine increased costs as well as new initiatives such as emergency care
and implementation of the long-term care provisions in the Millennium Act. Specifi-
cally, please explain how this increased funding would address these programs.

Answer. With the $1 billion increase. VA intends to address the following:

[In thousands of dollars]
Description

Pharmaceuticals—New patients accessing the system for their pharma-
ceuticals coupled with the increased treatment of enrolled patients in

the ambulatory care environment ..........c.ccccceeeveeeiieeeeiieeeecieeeeieee e 259,002
Long-Term Care—Moves VA towards satisfying the requirements of the
Veterans Millennium Health Care and Benefits Act ........cccceeevvveeennnennn. 196,000

Access and Service Delivery—VA’s overall service and access goal is to

provide medical care when and where it is needed in ways that are

timely, convenient and cost-effective .........ccocceeviiieiiieniiiiniiiniieeeeen 164,000
Prosthetics—Increase due to the continuing impact of mandated eligi-

bility reform, advances in technology, as well as the effects of aging on

the veteran population ...........cc.ceceeiiiiiiiiriiiiiieeeee e 57,338
Compensation & Pension (C&P) Exams—Expansion of the past practice

of using Veterans Health Administration (VHA) resources to obtain

medical opinions, which results in increased workload ..........c.cccecueenneene 50,000
Core Financial and Logistics System (coreFLS)—CoreFLS is expected to

reduce operation and maintenance costs, as well as improve the data

integrity, timeliness, and reliability of financial data within the VA ..... 38,676
Capital Asset Realignment for Enhanced Studies (CARES): Non-Recur-

ring Maintenance (NRM) Enhancement—In anticipation of imple-

menting the outcome of the Phase I and Phase II CARES studies ......... 30,000
CHAMPVA Workload and Regulatory Changes—Increase necessary to

support the anticipated increase in workload based on past experience

and expanded CHAMPVA coverage to ensure dependents eligible

under VA’s program receive comparable benefits as those provided to

dependents under the TRICARE program ..........cccccoeevveeiiieeeeciieeeieeeenes 29,782
Child Care Supplement—Public Law 106-58 authorizes Federal agencies

to use appropriated funds from the salary account to assist Federal

employees with childcare tuition COStS ......cccvvieeireieiieieeeiieeeciee s 22,226
Entry Pay Increase for Information Technology—Special pay rates tar-

geted to entry-level and mid-level technology jobs, because Federal

agencies reported they had trouble hiring and retaining these types of

EINPLOYEES ..eouvviiuiieeieeiieniieeiteeteesttesteesttesteessteebeesabeenseesaseenseassseenseesnseenseanas 20,738
Hepatitis C—Cost is expected to increase recognizing both a new VERA
allocation format and an increasing number of treatments ..................... 20,000

Special Salary Rates for Pharmacists—Allow VA to improve retention of

the most senior members of the current pharmacy workforce and will

improve its competitiveness in recruiting new pharmacists .................... 16,852
Dentist Special Pay—Public Law 106-419 provides for medical center di-

rectors to utilize the full range of pay increases authorized to optimize

dentist recruitment and retention efforts ...........cccoeveiiiiiiiiiiiiieieieiinees 14,326
State Home Changes—VA currently has a legislative obligation to pay
states for care provided to eligible VA patients .........ccccoeeveveviciiinrcneeennns 13,817

Nurse Special Pay—Public Law 106-419 provides the guarantee that VA
nurses receive a national comparability increase equivalent to the
amount provided to other federal employees ..........cccecvevveiiiincieiencieennnns 13,726

Other budgeted adjustments including changes in medical collections, predicted
changes in enrollment associated with TRICAARE for Life program and a reduction
to correct for under spending in three specific programs budgeted in prior years re-
sult in an overall increase of $1 billion in medical care obligations.

Question. I understand that OMB rejected your first budget submission which was
$1.9 billion. Obviously you felt you needed more than what OMB was willing to pro-
vide. Obviously, as well, the Senate felt you needed more than that when they ap-
proved my amendment to the Budget Resolution called for a $2.6 billion increase—
the amount recommended by the Independent Budget. What is the Administration’s
plan for 